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BUSINESS STABILIZATION IN 
THEORY AND PRACTICE 


BY ALFRED KAHLER 


I 


Derression has often been considered the price to be paid for 
progress, for individual initiative, for economic liberty and also 
for political democracy. Although it was always questioned 
whether the cost was not too high, it was generally assumed that 
the existing economic order could be maintained in this way. 

Today this opinion is no longer convincing. The last depression 
has changed the world somewhat too much for that. Many coun- 
tries which were willing to pay with the depression: for liberties 
have in the meanwhile paid these liberties to the depression. 
Other countries have saved a good part of their political and 
economic constitutions only by contracting such extensive debts . 
that the experiment can hardly be successfully repeated in the 
near future. Modern depression, like modern war, has proved 
more widespread, more expensive and more devastating than 
before. A country which really wants to maintain the essential 
parts of its economic and political institutions had better try in 
every way to prevent further depressions, rather than rely on the 
old idea that depressions must be endured for the sake of liberty. 
This can hardly be sufficiently stressed. 

But can “cyclical fluctuations” be avoided by anything short of 
a bureaucratically regimented economy? Experience with ‘“man- 
aged capitalism” has so far not been very encouraging. In Ger- 
many, it is true, the depression has gone, but so also have political 
democracy and a good part of the old market economy. The state 
has not only become the big spender and buyer but it also fixes 
prices and wages, controls and determines the distribution of raw 
materials and capital and even watches and controls the distribu- 
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tion of labor. Finally, the management of foreign exchange and 
foreign trade follows lines unknown in a profit economy. But 
private ownership of the means of production has not been 
abandoned and hence the whole experiment may well be con- 
sidered one instance of ‘managed capitalism,” certainly an ex- 
treme example since management is not restricted to monetary 
policy and public spending but largely replaces the price 
mechanism. 

The United States is an outstanding illustration of a liberally 
managed economy. Direct government participation in economic 
life is comparatively limited, but a cheap money policy and 
public spending have been resorted to extensively. The out- 
come of this policy will be of immense importance to the further 
development of the idea of balanced capitalism. At the moment, 
however, this policy has obviously reached a critical point. The 
government has borrowed and spent about twenty billion dollars 
to overcome the depression by priming the pump. But now that 
the government hopes that it has restored self-sustaining pros- 
perity and tries to decrease public spending, a new depression 
threatens. If the political and psychological resistance to simple 
resumption or continuation of public spending cannot be over- 
come, what further can the government do? Is it true that there 
are only two alternatives left, either to take the step from a 
merely monetary economic policy to a directly planned and bu- 
reaucratically managed economy, or to trust once more to the 
automatism of the liberal market economy? Has it not been 
shown that the idea of a managed and balanced capitalism is 
after all a utopia unless management be extended to direct price, 
wage, production and investment regulation? Or are we at the 
moment induced to judge too pessimistically the possibilities of 
a lasting prosperity by a recession which actually resulted from 
too rapid a decrease in public spending just when the return to 
self-sustaining production and consumption could be expected, 
although in general the underlying ideas of this New Deal policy 
are shown by the development to be sound? To deal with these 
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BUSINESS STABILIZATION 3 


questions we may first recall what was theoretically expected 
from an economic policy restricted to deficit spending and other 
monetary devices. 


II 


We can readily omit an extensive discussion of the possibility 
of restoring equilibrium in a disturbed economy by merely manip- 
ulating the interest rate. The depression years have shown that 
the interest rate is not a powerful tool during a deflationary 
period. This is not theoretically contradictory, although the inter- 
est rate is often thought of as a price and investment regulator. 
Increasing investments and prices are predicted as soon as the 
money interest rate is kept below the “natural interest rate,” that 
is, the net rate of earnings on capital investments. Since the latter, 
however, turns negative during a serious deflation, it is obvious 
that even from the standpoint of “classical theory” the interest 
rate must lose its regulating influence, assuming the impossibility 
of a negative interest rate. It might be expected that the interest 
rate would regain its regulating influence at least as soon as the 
deflationary period ends, whatever the reasons might be for this 
new equilibrium of expenditures and receipts in the economy. 
But actually we know that at the end of the last depression there 
was not only huge unused plant capacity but also a great number 
of vacant residential buildings. The interest rate, however, can 
affect business activity only through additional investments which 
presuppose either that there are new economic fields without 
large unused plant capacity or that there are in the old fields tech- 
nical improvements promising enough to abandon old plants. 
We actually do not live in such a dynamic period, neither with 
respect to production nor with respect to residential building. 
Public spending has therefore come to be the principal instru- 
ment in the attempt at a liberally managed capitalism. Public 
spending is a measure of economic policy which differs funda- 
mentally in character from cheap money policy. While the latter 
contents itself with influencing the price of money and capital, 
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leaving the effects on business dependent upon the reactions of 
entrepreneurs, public spending means a direct push to the econ- 
omy, necessarily resulting in important changes in the business 
situation. Entrepreneurs may react differently but they are defi- 
nitely affected. Public spending actually has all the force of direct 
state interference in business without being bureaucratic. The 
weakness is that the final reaction on business is after all not 
fully in the control of the state. Self-sustaining prosperity, there- 
fore, might not be achieved no matter how much the govern- 
ment hoped for it. 

The idea of spending back to lasting prosperity is based on 
the assumption that purchasing power introduced into the eco- 
nomic system through the consumer will go on circulating, affect- 
ing sales, production and wages, and again and again sales, pro- 
duction and wages. 

R. F. Kahn, in his article on “The Relation of Home Invest- 
ment to Unemployment,’ supported this thesis, adding, however, 
that the new purchasing power would gradually leak out of cir- 
culation. He assumed, therefore, that in addition to the original 
employment on government projects public spending would re- 
sult in only a limited secondary employment, perhaps equaling 
in its total wage sum the amount spent in the primary employ- 
ment. Hans Neisser concluded? that this thesis would mean that 
“any number of workers will be provided with employment if we 
inject enough new money into circulation,” and that as a result 
of the assumed leakage, ‘‘for all practical purposes the secondary 
employment lasts only as long as the government finances the 
primary employment.” Kahn answered rather impatiently*® that 
he did not believe employment and production were dependent 
on the amount of money in circulation and that he had assumed 
only a once-and-for-all increase in the quantity of money, since 


1 Economic Journal, vol. 41 (June 1931) pp. 173-98. 

* “Secondary Employment: Some Comments on R. F. Kahn’s Formula” in Review of 
Economic Statistics, vol. 18, no. 1 (February 1936) p. 25. 

*“Dr. Neisser on Secondary Employment: A Note” in Review of Economic Statistics, 
vol. 18 (August 1936) pp. 144-47. 





zS 


-~ 





of 
on- 
ess 
efi- 
ect 


10t 
re- 
mn.- 








BUSINESS STABILIZATION 5 


he holds the volume of employment contingent upon the inter- 
est rate and general cost-price relations. 

Gerhard Colm and Fritz Lehmann carried on their study on 
“Public Spending and Recovery in the United States’? on the 
assumption of the leakage of public expenditures out of circula- 
tion. They believed, however, that with growing prosperity public 
spending would gradually result not only in secondary but also 
in tertiary employment, that is, in employment in investment 
industries, leading to permanent reemployment. This thesis was 
supported by the statistical data, which indicated a ‘decreasing 
leakage.” John Maurice Clark? and Neisser* also expected such 
a development with increasing business activity. The correlation 
between revival and leakage must of course be understood as 
neither strict nor necessary. There are even considerations which 
point to an increasing leakage with growing business activity. 
Since the ultimate success of public spending depends on these 
tertiary effects, as Colm and Lehmann have correctly predicated* 
it might be well to discuss in more detail how public expenditures 
and the balance of the economy are interrelated during the differ- 
ent phases of the business development. 


Ill 


Deficit spending during the depression usually means spending 
and buying beyond the current national income produced. The 
new purchasing power, only slightly curtailed, passes from the 
original recipients to the retailers, to whom it is indistinguishable 
from other receipts. They will observe only an increase in sales 
in a given time. Whether the retailers use the full amount of 
their total receipts to restock will depend on the prevailing busi- 
ness situation. The amount withdrawn from circulation may 


* Social Research, vol. 3, no. 2 (May 1936) pp. 129-66. 

* Economics of Planning Public Works, a study made for the National Planning 
Board (Washington 1935) p. 89. 

* Op. cit., p. 27. 

* Op. cit., pp. 162-63. 
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actually have no connection with the additional purchasing power, 
and so it is impossible to determine the effect of public spending 
on total circulation and employment. Assume, for instance, that 
merchants had begun to deflate their commodity stocks at a rate of 
three billion dollars a year when deficit spending reached the same 
rate. It may be that for months, perhaps even for a whole year, this 
deflation will continue to equal the additional purchasing power. 
If producers during this period deflate too, perhaps in the amount 
of one billion dollars, the actual amount of purchases must de- 
cline in spite of public spending. If we follow the national income, 
under these conditions, to ascertain the amount of secondary em- 
ployment, we would find that the latter is negative since total 
income during this period increased less than the sum spent for 
primary employment. Should we say, therefore, that the deficit 
spending resulted in no secondary employment or even in second- 
ary unemployment? This would obviously be correct only if the 
deflation had been caused by the deficit spending. 

Another way to ascertain the secondary employment would be 
to compute the probable national income of this deflationary 
year without public spending, assuming that all inventories in 
the economy would have been deflated anyhow by an equal 
amount. But what would have been the income of this year 
without public spending and without dissaving of any kind? The 
deflation of four billion dollars purchasing power within one year 
would mean freezing practically all active money and immobiliz- 
ing the whole economy. Must we therefore attribute all economic 
activity at the end of the year to the public spending? The multi- 
plier idea suggests a different answer. As it is assumed that newly 
spent money does not go on circulating indefinitely, so it is as- 
sumed also that arrested purchasing power will gradually leak 
back into circulation, leaving only a limited effect on the economy. 
A four billion dollar deflation might therefore be expected to 
have caused a decline in the national income of let us say eight 
billion dollars. Public spending would then have to be credited 
with an increase in income equal to the difference between the 
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eight billion dollar decrease and the actual decline in income. 
But is it correct to assume that money leaks back into circulation? 
If unemployed consumers have neither hoarded money nor sav- 
ings accounts, and have no possibility of borrowing for consump- 
tion purposes, they will not return the deflated money to circula- 
tion. This leakage back into circulation is obviously contingent 
upon qualitative conditions in the economy which will change 
during the process of deflation. The same is true for the leakage 
of money out of circulation. Deflation can occur only under cer- 
tain conditions and within certain limits. 

In this context the repayment of debts is usually mentioned. 
If debts were really the cause of deflation the leakage ought to 
disappear as soon as the loans are repaid. Between 1929 and the 
middle of 1933 deflated money may have been largely used to 
repay bank loans. After that time the loans outstanding remained 
rather stable. Deflation, however, went on. During 1934, 1935 
and half of 1936 bank deposits increased rapidly without increas- 
ing bank loans, suggesting that deflated purchasing power might 
well be kept idle in banks in increasing amounts. There seems 
to be no level beyond which this accumulation of idle funds can- 
not go. Classical business cycle theory would assume a decreasing 
interest rate and growing investments. But this price-investment 
mechanism, as we mentioned, functions only under certain con- 
ditions which were not present during the recent years. 

Any deflation of course would soon come to an end if the idle 
funds were not returned into circulation at all. Consumers’ dis- 
saving, evidenced by the ten billion dollar decrease in time 
deposits, is one way, and government spending another, of return- 
ing purchasing power to circulation. This deficit spending is 
really a sine qua non for prolonged deflation, although not its 
cause. Public borrowing and spending allow deflation to continue, 
at least as far as monetary, banking and purchasing power argu- 
ments are concerned. 

Lasting deflation has, however, definite results on the stock of 
real capital. If we assume, for instance, that during the years of 
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serious deflation there are no profits to leak out of circulation, 
business can only deflate money which it ought to use to replenish 
its stocks. Deflation results, therefore, in a diminution of com- 
modity stocks and fixed capital, the depreciation on which is not 
fully provided for. The question is how far these capital stocks 
can be depleted, and the answer depends on many circumstances. 
If one assumes that business people are willing to sell out en- 
tirely and to close down, one can hardly find any theoretical limit 
short of a liquidation of all real capital. The individual capitalist 
would have exchanged his assets for claims either against the 
banks or directly against the government, still believing himself 
in full possession of all his wealth, while actually society, and 
therefore the individual capitalists too, would have lost its entire 
fortune. This is pure, but not really poor theory, since under war 
conditions this process really does go on. We can, however, assume 
that during deflation the depletion of capital will not be carried 
so far that it is impossible to remain in business. If the government 
goes on spending, the time will finally arrive when the greatest 
possible depletion of real capital is reached, although the values 
which can be deflated are large. Simon Kuznets has estimated? 
that the decline in business inventories alone for 1931-35 was as 
high as 6.4 billion dollars. To this sum we must add the unre- 
placed wear and tear not only on machinery but also on factory 
and residential buildings. These different deflationary sources 
might very well make possible a “leakage” of purchasing power 
as high as three to four billion dollars per year for a considerable 
period. They will not all contribute to deflation through the whole 
time and not at the same rate. Inventories might be decreased 
rapidly, fixed capital more gradually and over a longer period. The 
table? shows the negative net formation of capital for the years 
1931-35 as computed by Kuznets. The capital decline during the 
period reached a total of 18.4 billion dollars. 


1 Kuznets, Simon, National Income and Capital Formation, National Bureau of Eco- 
nomic Research (New York 1937) p. 40. 
2 Ibid., p. 48. 
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NEGATIVE Net ForRMATION OF CAPITAL 


(In billions of current dollars) 


T9314 1932 1933 1934 1935 - 
Business capital 1.66 4.54 3.06 2.71 .57 
Residential buildings .82 1.38 1.36 1.41 .93 


As soon, however, as the diminution of real capital falls below 
the rate of public spending, no matter whether the depletion of 
stocks resulted from sales or otherwise, additional public spend- 
ing must increase productive activity. Then total sales become 
greater than production. If we assume for instance that depletion 
of capital had ceased entirely and we were producing consumers’ 
commodities at a rate of forty billion dollars a year and paying 
out income at the same rate—of which we might even assume 
two billion dollars to be somehow hoarded—and if we assume that 
we have at the same time public spending at a rate of four billion 
dollars a year, it is obvious that we were selling at a rate of forty- 
two billion a year and producing only forty billion. Since mer- 
chants no longer want to decrease their stocks they will be forced 
to order new commodities at the rate of forty-two billion a year. 
Production will have to rise to this level, at the same time in- 
creasing payments to workers, etc., to forty-two billion dollars. 
If we add again to the latter figure two billion net increase in 
active purchasing power, we will find still further pressure on 
trade to increase orders and on production to increase output, 
and so on. 

This reasoning, it may be objected, does not take into con- 
sideration the marginal productivity of labor or capital, the in- 
terest rate, the wage and price level, the elasticity of supply and 
demand, but only the quantitative changes in total demand. 
Nevertheless it is sufficient and realistic since total demand deter- 
mined economic activity at least until the middle of 1936. 

Another question is whether this process of forced expansion 
has limits short of full employment and whether self-sustaining 
prosperity will be achieved at its end. 
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IV 


The expanding economy pays out increasing incomes which in 
turn mean increasing savings. If the deadlock on investment is 
not broken there develops necessarily a new source of deflation. 
Under these simple assumptions the process of expansion will 
end as soon as this new source of deflation results in a leakage 
large enough to counterbalance public spending. The economy 
reaches “equilibrium,” a “deficit equilibrium.”” Current produc- 
tion is bought back by current income although a part of the 
latter is spent by the ultimate consumer only after it has been 
first invested in government securities. This capitalism can work. 
There are profits and investment possibilities even if the govern- 
ment pays only two per cent. The problem of purchasing power 
is solved too, since current buying equals current output and 
since the increasing investment in government bonds does not 
result in growing sales of commodities. There is therefore no 
need for growing markets, the crucial problem of capitalism. 

The actual development, of course, does not fully conform to 
this picture. First, it is likely that with increasing business activ- 
ity real capital assets will be increased, meaning a partial reflation 
of accumulated accounts. Further, new investments will develop 
to a certain extent before full employment of old plant capacity 
is reached. The sum of deflated profits is therefore smaller than 
total profits. Nevertheless our theoretical description gives a true 
picture of the economic equilibrium as it has been reached in 
most countries which are hurriedly rearming and as it is, or was, 
reached also in the United States. 

Each country, of course, has developed its own characteristics. 
Germany, for instance, which in 1933 started with public spend- 
ing through public works, supplanted it more and more by public 
spending through public buying. The demand for armaments 
developed so rapidly that soon the problem was one not of bolster- 
ing total purchasing power but of keeping it low. The wage rate 
was fixed at the deepest depression level and the existing high tax 
rates were maintained. The growing revenues were spent even 
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faster than they were collected so that these taxes certainly could 
not have any deflationary effects on the economy. The govern- 
ment, in addition, borrowed and spent at such a rate that the 
growing “‘savings” were at any one time more than easily absorbed, 
carrying the expansion to as full employment as prevailing con- 
ditions permitted. Private investment activity finally had to be 
curtailed and bureaucratically administered to give active govern- 
ment buying the advantage. Further, because of the shortage of 
foreign exchange, but also because of the too rapid creation of 
purchasing power, it became necessary to control the distribution 
of many materials and finally to a large extent the distribution 
of skilled labor. 

There can be little doubt that in Germany public spending 
is carried on at a rate which no liberal economy could stand. 
Many commodities are scarce and their prices would go up in a 
free economy as under inflation. This is prevented only by price 
restriction and by bureaucratic distribution of these commodities. 
The total sum publicly spent must nevertheless have been kept 
near the limits of current tax and saving capacity, since there 
are still numerous free commodity markets which would either 
be emptied or show quickly rising prices if the spending program 
were continuously based on the printing press. The “equilibrium” 
of this economy depends now, of course, on the continuation of 
public spending, and the way back to a self-sustaining prosperity 
can be considered only as a long-run development. Whether this 
“deficit equilibrium” can be maintained for a long period will 
be discussed later. 

Deficit spending in the United States grew slowly and only 
gradually exceeded the leakage described above. But then it 
steadily forced quantitative expansion of employment and pro- 
duction, leaving the price and wage level rather stable, at least 
if we disregard the changes in the devaluation year of 1933. In 
1936 deficit spending reached its peak with the payment of the 
bonus. The decrease in total real capital had already ceased at 
the beginning of the year, and accruing profits and savings at 
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that time may not greatly have exceeded current investments. 
Under these conditions deficit spending pushed economic activity 
further up and rapidly still further up. The production index 
for manufacturing industries rose about 25 per cent during the 
year, and the national income reached at the beginning of 1937 t 
a level only about ten per cent below real income of the most 
favorable months of 1929. Since this income, however, was dis- 
tributed in much the same way as in 1929, it is to be assumed 
that the rate of savings during this year also increased rapidly 
and finally reached proportions comparable with 1929. Investment 
activity, on the other hand, increased very slowly. It is therefore 
more than likely that this new saving capacity became gradually 
a new and formidable source of “leakages” which may very well 
have reached by the end of the year a rate of two and one-half 
to three billion dollars per year. If this is true we would then have 
reached that equilibrium where deficit spending, instead of being 
an active force for further expansion, became prerequisite to 
maintaining the prevailing rate of employment and production. 
Any decrease in spending under such conditions can lead only 
to a new depression. The return to self-sustaining prosperity pre- 
sents therefore a special problem, as does continuously balanced 
capitalism in general. Before we take up this problem it may be 
briefly discussed whether this “deficit equilibrium” can be main- 
tained in the long run and whether statistical data support our 
description of the situation during the beginning of 1937. 
Public spending, as has been pointed out, helps capitalism 
substantially in balancing production and consumption. It offers 
an investment possibility, keeps the purchasing power of the con- 
sumers stable and prevents at the same time an increase in the 
sum of commodities marketed. Inflation would result only if 
spending exceeded tax revenues plus the sum of deflated purchas- 
ing power. Germany purposely held down private investment in | 
many fields, enlarging the leakage in order to reserve a large bor- | 
rowing and spending power for the state. Still it is likely that 
the German government has overspent. This is indicated by the 
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many markets in which the effective demand exceeds the supply 
of commodities, requiring a bureaucratic distribution of the avail- 
able supply. This inflation, however, has not reached consumers’ 
purchasing power, and therefore the government is able to main- 
tain relatively free markets for consumers’ goods without large 
price increases. 

But the whole German situation resulted not from deficit 
spending which attempted to balance the economy, but from 
overspending caused by the desire of the government to buy for 
its Own purposes as much as or even more than possible. The 
German example can therefore not really be quoted to prove 
that deficit spending must or will probably lead to inflation. 
Quite the opposite. 

Another question is whether continued government spending 
will impoverish the country. We have already pointed out that 
in the trough of the depression government spending helps to 
decrease the capital stock, which after all represents the wealth 
of the nation. During prosperity public spending may very well 
lead only to the consumption of profits or savings. The country 
does not really become poorer in this period. Deficit spending in 
this phase of the cycle means only a loss in the possible increase 
in wealth. This has certainly been the situation in the United 
States since 1936. The German conditions are hard to evaluate. 
Great sums of capital have been invested in the armament and 
allied industries, but that is not to the point. What counts is the 
“civilian” wealth of the nation and on this score, even in official 
statements, we read only complaints. 

The growing state debt might limit the “deficit equilibrium.” 
Debts and capital claims are bound to grow in capitalism and this 
is ‘‘sound” as long as productive capital assets grow at the same 
rate. That will not hold in the case of public debts. Hence the 
old means of production must be charged with the growing in- 
terest payments on the new debt. This can be done since on the 
whole they will have to assume this burden, but it will be offset 
by the interest payments received from the government, that is, 
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the people will receive as interest payments what they pay in 
taxes. There is no strict limit to this pyramiding of debt, pay- 
ments and taxes, neither in theory nor in practice, but it cannot 
be an ideal solution for the stabilization of capitalism and must 
encounter growing resistance. Self-sustaining prosperity ought to 
remain the goal of managed capitalism, although it should be 
kept in mind that prosperity with deficit spending is better than 
a new depression and in addition enlarged deficit spending. Only 
the latter situation makes a country absolutely poorer and keeps 
millions of people for years on a “sub-cultural” income. 

Is it true that at the end of 1936 the excess of savings over 
investments had gradually reached an amount large enough to 
counterbalance the expanding effect of the current deficit spend- 
ing? Statistical proofs are exceptionally hard to give.. The Brook- 
ings Institution tried to prove a similar thesis for 1929. Harold 
G. Moulton, after vast statistical effort, reached the conclusion’ 
that savings in 1929 exceeded investments by about ten billion 
dollars. This figure has been much criticized. Again, H. H. Vil- 
lard concluded quite recently? that six billion dollars must be sub- 
tracted from this figure, since capital gains had been included, and 
that the remainder might be accounted for partly by errors in 
estimating total savings and partly by omission of certain non- 
productive investments. This may not confute Moulton’s thesis 
since his goal was to show that during the twenties the formation 
of producing capital was retarded and adjusted to slowly increas- 
ing consumption. These arguments do contradict the conclusion 
that in 1929 perhaps ten billion dollars were withdrawn from 
income circulation without somehow being returned to it. An 
absolute deflation can be carried through only within small limits 
and is bound to cause a depression quickly. Our description of the 
events of 1936-37 does not pretend such an absolute leakage. We 
assume only that current savings exceeded private investments, 
1The Formation of Capital (Washington 1935) . 


*“Dr. Moulton’s Estimates of Saving and Investment” in American Economic Re- 
view, vol. 28 (September 1937) pp. 479-89. 
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while we concede that the latter plus deficit spending added up 
to current total “savings.” The deficiency of private investment 
we derive from a comparison of 1937 with 1929 income and 
savings conditions and with the investment activity in the respec- 
tive years. While the saving capacity perhaps approximated 1929, 
we find that new corporate financing, for instance, reached only 
20 per cent of 1929 and residential building about 50 per cent, 
hardly enough to replace the value of current depreciation of exist- 
ing buildings. There are of course many other factors which ought 
to be considered, but they are not all on one side of the argument. 
The excess of savings over current private investment therefore 
may well have reached the assumed amount of three billion dollars 
per year and entirely counteracted the expanding force of deficit 
spending by that time. 


Vv 


The way from this economic situation to self-sustaining prosperity 
is not easy. A budget deficit has become essential to the balance of 
the economy. The return to “normal” requires increasing private 
investments as well as a readjustment of the set-up of production. 
The peculiar situation at the beginning of 1937 in the United 
States illustrates the problem well. Total production was high, but 
geared so that it provided for much larger consumption than the 
income from this production alone could be expected to buy. 
Deficit spending will always be accompanied by such a distortion 
of production. This relative over-expansion of consumers’ goods 
industries at the beginning of 1937 was exaggerated, however, by 
the large bonus payments in the latter half of 1936. 

A readjustment of such a set-up can be accomplished in two 
ways. If an expansion of total production is possible an increase 
in the production of capital goods such as housing and machinery 
can help. Total wages and salaries for this activity must be large 
enough to compensate for the decrease in deficit spending. In the 
beginning of 1937 this would have required an additional invest- 
ment activity at a rate of not less than three billion dollars a year, 
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a sum which could have been reached only if building activity 
had increased rapidly. If the increase in total production cannot be 
accomplished, consumption must decline with deficit spending. 
Adjustment to a “normal” set-up could nevertheless be reached if 
production for investment purposes increased, reemploying the 
released means of production. If deficit spending, however, drops 
rapidly, as it actually did by the end of 1936, the pressure on con- 
sumers’ markets will soon retard private investments and entirely 
upset the equilibrium of the economy. This could have been 
avoided only if private investments were carried on actively. That 
leads to the crucial point of public spending and of capitalism in 
general. 

Capitalistic equilibrium needs current investments; it needs 
them for growth, but even more to maintain equilibrium at the 
present level. When these investments after a time send additional 
commodities to the markets, the purchasing power of the old cir- 
culation will no longer be sufficient, regardless of the rate of invest- 
ment and consumption. Growing capitalism therefore tends al- 
ways toward “overproduction” and deflation, a tendency which 
can be overcome only by steady credit expansion. But that is the 
“second degree” problem of capitalistic growth. Here we deal with 
the initial investments. They should occur as soon as there are 
funds, natural resources, unemployed labor and a wage and price 
level which leaves a margin for profits. If that worked in practice 
we could hardly have a shortage of investments. ‘There were numer- 
ous forces, however, which together gradually supplanted capital 
from its dynamic role in the development.' As conditions are to- 
day, investments are made only after a quantitative increase in 
demand enforces them, or as Moulton formulated it, investments 
are adjusted to the low rate of consumption. At first glance this 
might be considered quite a sound principle, and it would be if 
the demand could overtake existing production capacity and foster 
new investments. This might become true for individual industries 


1 Cf. Gerhard Colm and Fritz Lehmann, Economic Consequences of Recent Ameri- 
can Tax Policy, Supplement 1 to Social Research (New York 1938) . 
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but not for the economy as a whole. Even if all income were spent 
for consumption, total income could not outgrow current produc- 
tion. The “growing demand” is therefore not at all a reliable cause 
of investments, since it actually presupposes them rather than 
causing them. Can public spending solve this last problem too? If 
it has pushed economic activity all the way up from the bottom 
of the depression to almost the 1929 level of production, why 
should it not be able to achieve new investments? 

Public spending has undoubtedly resulted in most industries 
since the beginning of 1936 in replacement beyond current de- 
preciation. This is indicated by the production index of the iron 
and steel industry, by the more detailed employment indexes for 
the industries of machine tools and textile machines and for ma- 
chine shops in general. But this has not required enough capital 
to absorb current savings and a general growth of industry has not 
started. The latter might be induced by spending too, but the sums 
needed to control advanced prosperity increase rapidly, and it is 
understandable that the government should stop before new in- 
vestments achieve momentum. Further, increasing wages and prices 
make it more difficult for the government to continue deficit 
spending, although the increases may be due not so much to over- 
spending as to the improved position of the factors of production. 
The mounting state debt, in spite of “good times,” raises political 
resistance in general and the resulting tension does not help to 
induce private investments. Finally, if the described distortion of 
production is not to develop, investment ought to grow with the 
revival of the economy instead of gaining momentum only after a 
rather high reemployment of existing plant is reached. Yet this is 
not in the control of simple public spending. How difficult is the 
regulation of continuous investment in general becomes clear if we 
think how our economy would look today if we had gone on invest- 
ing since 1929 at a rate of ten billion dollars a year. The present 
capital stock would have to be at least eighty billion dollars larger 
than it actually is. This figure could have been reached, but it is 
large enough to indicate that deficit spending alone cannot long 
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be used to balance a functioning economy. To assume that private 
initiative could control this accumulation uninterruptedly seems 
also, however, to be fantastic. 

There remains only direct encouragement of or participation 
in investment activity by the government. The risk involved is 
actually not so great as is usually assumed, since there is need for 
additional capital equipment in nearly all branches of the econ- 
omy, presupposing a continuous growth of the economy. Without 
growth there will always be too much capital in capitalism, no 
matter how poor we are. Present wealth, for instance, was too great 
for 1929 and is too great for 1937 and will prove to be too great 
for 1945 unless there is further expansion. Balancing capitalism 
therefore means managing the growth of the economy. Natural 
conditions are favorable for the solution of this task and there is no 
theoretical reason to believe the problem impossible of solution. 
We must unfortunately assume that the practical solution, if it is 
to be achieved within the frame of capitalism at all, will take more 
than one New Deal. 
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FALLACIOUS CENSUS TERMI- 
NOLOGY AND ITS CONSEQUENCES 
IN AGRICULTURE 


BY KARL BRANDT 


I 


N OWHERE in the world have statistics on agriculture been devel- 
oped to such comparative perfection as in the United States. This 
is universally acknowledged among agricultural economists and 
statisticians. Abundant financial resources for statistical purposes 
are available as in no other country; and an insatiable desire for 
more and more accurate information for practical purposes in gov- 
ernment, business and research has promoted the statistical con- 
sciousness of facts and developments to its present high standard. 
A most unusual wealth of data is to be found on any question con- 
cerning the productive capacity and actual production in each 
branch of agriculture. 

In view of this brilliant record, which gives the United States 
offices that are responsible for agricultural statistics every reason 
to be proud of their unique achievements, the title of this article 
seems to indicate a sweeping statement of rather dubious validity. 
And, indeed, it is only with a great deal of hesitation that the 
critical viewpoint on one single item of American agricultural sta- 
tistics is stressed. If this criticism should be found valid, however, 
it may be justifiable to stress its unfortunate consequences and at 
least to call attention to the need for a most cautious use of the 
data that are involved, if not to suggest a change in the statistics 
themselves. 

The two main agencies responsible for the collection of agri- 
cultural statistics are the United States Department of Commerce, 
Bureau of the Census, and the United States Department of Agri- 
culture with its various divisions of the Bureau of Agricultural 
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Economics. In addition there are a number of other independent 
agencies such as the Farm Credit Administration which also com- 
pile important agricultural statistics. For the majority of questions 
dealing with the structural set-up of agriculture, however, the 
census of agriculture is still the exclusive source of information. 
The first census of agriculture was taken in 1840 as an extension 
of the sixth census of population. From then on it collected in 
decennial intervals increasing amounts of data. In 1880 the census 
was for the first time extended to the field of land tenure; and in 
1925 the institution of quinquennial censuses of agriculture was 
initiated.? 

What the census gives is a periodic inventory of the number, size 
and value of farms, the color and tenure of the operator, the popu- 
lation, dwellings and labor on farms, the duration of occupancy, 
and in addition a great number of other basic structural data, a 
large number of facts concerning the utilization of land, the live- 
stock population and crops. The latter data represent a certain 
check upon the current statistics by the branches of the Depart- 
ment of Agriculture. 

After careful consideration, and especially after cautiously 
weighing the United States census methods against those applied 
in the majority of other countries that have any agricultural sta- 
tistics to speak of, it is my conviction that one of the basic concepts 
underlying the statistical terminology of the United States census 
is untenable and not only contrary to concepts of rural sociology 
and farm management but equally in disagreement with the agri- 
cultural and industrial, the social and economic interpretation of 
forms of enterprise unanimously adhered to in this country. The 
census uses a concept of a “farm” which is an arbitrary statistical 
definition violating any sound reasoning from whatever standpoint 
we may choose in dealing with questions of agricultural policy, of 
tenancy or of labor. 

In the 1935 census of agriculture the Bureau of the Census ex- 


1 Cf. The Census of Agriculture, Social Science Research Council, Bulletin 40 (New 
York 1937) . 
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plains its term “farm” as follows:' “A ‘farm,’ for census purposes, 
is all the land which is directly farmed by one person, either by 
his own labor alone or with the assistance of members of his house- 
hold or hired employees. A ranch, a nursery, greenhouse, hatchery, 
feed lot, or apiary is considered a farm. Establishments keeping 
fur-bearing animals or game, fish hatcheries, stockyards, parks, etc., 
are not considered as farms, unless combined with farm opera- 
tions.” 

The census volume continues to explain: “The enumerator is 
instructed not to report as a farm any tract of land of less than 3 
acres, unless its agricultural products in 1934 were valued at $250 
or more. 

“A ‘farm’ may consist of a single tract of land, or of a number 
of separate tracts. These several tracts may be held under different 
tenures, as when one tract is owned by the farmer and another 
tract is rented by him. When a landowner has one or more tenants, 
renters, croppers, or managers, the land operated by each is con- 
sidered a farm. Thus on a plantation the land operated by each 
cropper or tenant was reported as a separate farm. The land oper- 
ated by the owner or manager, by means of wage hands, was like- 
wise reported as a separate farm. 

‘‘A ‘farm operator,’ according to the census definition, is a person 
who operates a farm, either performing the labor himself, or 
directly supervising it. Therefore, the number of farm operators 
is identical with the number of farms.” 

These lengthy definitions embrace the entire fallacy here under 
discussion. In counting farm operators the census makes no distinc- 
tion between the sharecropper on the one hand, and, on the other 
hand, the farmer who operates his property either personally or 
with the aid of a manager and the tenant who operates a rented 
farm. By this procedure the census has erased from the whole pic- 
ture one of the most distinctive features in the constitution of 
agriculture in this and in many other countries. Strange as it may 


*United States Census of Agriculture, 1935, General Report, vol. 3 (Washington 
1937) Pp. 12. 
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seem, in current American agricultural statistics the plantation 
does not exist. Paradoxically enough, it lives statistically under the 
disguise of its direct competitor and adversary, the small family 
farm. Because the census calls the sharecropper a farm operator, 
and calls a “farm” the average tract of 22 acres of crop land or 42 
acres of all land on which he works, nobody knows how many 
plantations existed in the United States in 1920, 1925, 1930 or 
1935. And this in spite of the Bankhead-Jones Farm Tenant Act, 
in spite of research projects by the Works Progress Administration, 
in spite of the work by the President’s special committee on farm 
tenancy and in spite of a vivid discussion of farm tenancy problems 
in magazines and scientific quarterlies year in and year out. 

In the history of agriculture, reaching far back into the dim 
light of antiquity, the struggle between independent family farms 
and the latifundium, the plantation, the manor or the large-scale 
farm enterprise operated with more or less dependent types of 
farm labor, has contributed the most fascinating chapters, which 
often enough have affected the political history of whole countries. 
The issues at stake in this struggle lead in most countries straight 
into the essential problems of domestic politics and social strife. 
The case of family farms versus large estates is much more of a 
“hot iron” in countries where land is scarce; no European country 
has ever neglected taking inventory of farm enterprises according 
to their size and units of administration and management. 

To count sharecropper units as farms and to ignore plantations, 
supposedly as immaterial agglomerations of independently oper- 
ated small farms, neglects some fundamental concepts of the char- 
acter of enterprises. The functioning and administrative unit, the 
coherently managed enterprise, is the plantation or large-scale 
farm, and not the patches of land on it that are worked by one 
laborer and his family. For the financial operation, with long- 
term and short-term credit, for the management and outlay of 
crops, for the equipment of draft animals and implements, for any 
improvements on the farm, as well as for the representation of the 
farm before the public authorities, it is the plantation that counts, 
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and not its annually changing plots of land assigned to croppers. 
In the current United States agricultural statistics this fact is ig- 
nored and no importance attributed to the existence of the planta- 
tion as a conspicuous and important farm enterprise that main- 
tains a key position in cotton culture, tobacco production and, 
still more prominently, in the sugar cane field. How awkward the 
statistical definition of a “farm” turns out to be can be seen from 
the fact that a plantation which pays its labor by cash wages is 
counted in the census as one farm. This causes a majority of 
Louisiana sugar cane plantations to appear in the census records, 
while more than a hundred thousand cotton plantations and thou- 
sands of tobacco plantations which operate with croppers are 
statistically ignored. ) 

Since the Civil War only once, in 1910, has the Bureau of the 
Census devoted a special inquiry to an attempt to group the dimen- 
sions and the significance of the plantations. It counted in 325 
selected counties of 11 southern states (Virginia, North Carolina, 
South Carolina, Tennessee, Alabama, Georgia, Mississippi, Loui- 
siana, Arkansas, Texas and Florida) 39,073 plantations with five or 
more “tenants.” The average size of these plantations was 724.2 
acres. They were operated with 398,905 “tenants.” This inquiry 
omitted all the plantations that operated with less than five share- 
croppers. 

Besides these large plantations with five or more croppers there 
were probably another 100,000 small plantations which the census 
registered as 300,000 or 320,000 cropper “farms.” If we assume 
that the number of plantations with more than five croppers de- 
clined by 1935 to some 35,000, the majority of these have sifted 
through the census without leaving any trace. With respect to the 
distribution of land the effect of the census method is appalling. 
While the 1910 inquiry showed 412 plantations with an average 
size of 3534 acres and an average of 71 croppers, and another 2939 
plantations with an average size of 1688 acres and an average of 


1 Thirteenth Census of United States Agriculture, 1910, General Report and Analy- 
sis, vol. 5, ch. 12, “Plantations in the South,” pp. 877-89. 
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28 croppers, the current census statistics of agriculture succeed in 
reducing the average size of “farms” to the lowest known in the 
United States and thus in multiplying the number of small farms. 

Although everybody knows, at least from hearsay, that the im- 
pressive physiognomy of southern agriculture is shaped by the eco- 
nomic and social prominence of the typically large-scale farming 
enterprise, a glance at the census statistics makes one believe that 
by some magic the south has a most democratic and just distribu- 
tion of land among the tillers of the soil, and that Alexis de 
Tocqueville was not mistaken when he foresaw the disappearance 
of large landed estates under the American laws of succession. As 
we know, he was wrong, at least with respect to the south. 

Recent censuses have subdivided the group of “tenants” accord- 
ing to the type of contract and the number of families working 
under conditions of “croppers.”” A “cropper” is defined as a share 
tenant, to whom the landlord furnishes all the work animals. 
Mules are taken as a pars pro toto for draftpower and implements. 
In fact, the cropper does not own the implements necessary to do 
his work. And yet the distinction according to the ownership or 
non-ownership of work animals is an immense improvement. 
Croppers are, however, listed as tenants, and in any discussion of 
farm tenancy the data on tenancy include the sharecroppers as 
though they were simply a subgroup within tenantry. Nothing 
could be more misleading than such a grouping. 

To point out why sharecroppers who do not own their work 
stock are not tenants we have to clarify a few basic concepts on the 
forms of enterprise in agriculture and on the methods of paying 
wages. Farming, like all industrial or commercial work, consists of 
two different procedures. It comprises, first, the organization or 
set-up of the farm and the organization of every year’s crop cam- 
paign—something that is usually called management—and sec- 
ond, the actual daily work within the framework of thé plan de- 
vised by management. The “operation” of a farm consists at least 
of the first type of activities. It may comprise both, but it definitely 
cannot consist of the second type alone. ‘The owner operator, the 
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professional manager, and the tenant, all manage the farm. They 
may or may not do the labor. If they do not work themselves, they 
need hired labor. But if a man does nothing but the work and 
somebody else does the management, then he is a laborer. Nobody 
can dispute the difference between the entrepreneur or independ- 
ent operator and the laborer. If the person in question does not 
manage the farm, and is moreover subjected to constant supervi- 
sion by the manager, it is hard to understand how anyone can 
undertake to call him a tenant instead of a laborer. 

What causes the erroneous interpretation of the cropper status 
is probably a deficient understanding of different methods of pay- 
ing wages. Tenancy is a form of land tenure which functions on 
the basis of a division of the risk of operating a farm between the 
landlord and the tenant in varying proportions. The sharecropper 
shares the risk of the crop with the landlord. Hence—conclude 
reckless logicians—a sharecropper is a tenant. They forget about 
all the other essential conditions which are decisive for the char- 
acter of a tenancy contract. The freedom of management and the 
opportunity to shape all the operations on the farm, and thereby 
the output, is what establishes the equivalent for risk insurance 
underwritten by the tenant as a partner of the landlord. But in the 
case of the sharecropper the fact that his wage is stipulated in the 
form of a share of the yield does not alter the character of the 
contract as an employer-laborer relation. 

Who has ever called an industrial laborer who works on a share 
wage basis an entrepreneur! In the south large automobile repair 
shops operate on the principle that all mechanics receive instead 
of a wage 40 per cent of the dollar the customer pays for the re- 
pairs, individually apportioned to the work done by each mechanic. 
There is not even any direct supervision over the work of the 
individual mechanic, but the management of the shop is done by 
the company. This work relation is correctly considered as a labor 
contract with a share wage. Since ancient times farm labor in 
Europe has been paid in various forms of share wages. Threshing 
was usually paid by a share in the grain crop. The cultivation of 
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all sorts of root plants, vegetables, fruits, tobacco, flower seeds and 
grapes has been, and still is, frequently operated on an assignment 
of a certain acreage and with a share in the yield either in kind or 
in money. Nobody would call the share laborer an entrepreneur. 
But a tenant is an entrepreneur who supplies management, or 
management plus labor, and usually also inventory and capital. 
The fact that the landlord shares the crop does not exclude the 
possibility that the other party may be a real tenant. If he owns 
his stock and implements the landlord has to grant him the right 
of management and real possession of the premises, and immedi- 
ately the labor base is left. 

This distinction is by no means new. In his doctor’s thesis, The 
Agrarian Revolution in Georgia 1865-1912, Robert Preston 
Brooks pointed out’ that croppers are laborers and that the legis- 
lators of Georgia have never been confused about this fact. Be- 
cause his discussion is based on the jurisdiction of a typical south- 
ern state, which reflects unbiasedly a southern point of view, it 
may be quoted in full:— 


“When it is once realized that the share system finds place 
only on plantations under close supervision, that the share 
tenant is really a day laborer, and that his holding is not a 
farm but a section of a well-ordered unit, it should be mani- 
fest that there is little cause for alarm on account of the de- 
cline in the percentage of farms operated by owners and the 
growth of tenancy in Georgia. 

“The law of Georgia sustains the position that the share 
tenant is only a day laborer and not a real tenant. Of course, 
the law simply crystallizes the actual economic facts as they 
have worked out. In 1872, the Supreme Court in the case of 
Appling vs. Odum (46 Georgia Reports, pp. 584-585) held: 

‘There is an obvious distinction between a cropper and a tenant. 


One has a possession of the premises, exclusive of the landlord, 
the other has not. The one has a right for a fixed time, the other 


1 Bulletin of the University of Wisconsin, no. 639, History Series, vol. 3, no. § 
(Madison 1914) pp. 67-68. 
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has only the right to go on the land to plant, work and gather the 
crop. The possession of the land is with the owner as against the 
cropper. The case made in the record is not the case of a tenant. 
The owner of the land furnished the land and the supplies. The 
share of the cropper was to remain on the land and to be subject 
to the advances of the owner for supplies. The case of the cropper 
is rather a mode of paying wages than a tenancy. The title of the 
crop subject to the wages is in the owner of the land.’ 


The important words have been italicized, in which the court 
expressed the opinion that a share hand is a wage earner, not 
a tenant or renter. This decision has been the basis of all sub- 
sequent rulings as to the relations of landlords and tenants in 
Georgia. The view was reiterated in 1878 (61 Georgia Re- 
ports, p. 488), when the court held that “Where one is em- 
ployed to work for part of the crop, the relation of landlord 
and tenant does not arise.’ Ten years later the court defined 
with great clearness the position of the share hand (80 Geor- 


gia Reports, p. 95): 


‘Where an owner of land furnishes it with supplies and other 
like necessaries, keeping general supervision over the farm, and 
agrees to pay a certain portion of the crop to the laborer for his 
work, the laborer is a cropper, and judgments or liens cannot sell 
his part of the crop until the landlord is fully paid, but where 
there is a renting, and the relation of landlord and tenant exists, 
an older judgment will subject the renter’s crop . . . [both parties] 
swore that Plunkett [the tenant] rented the land from Almand for 
a specified rent. The land, therefore, was in possession of Plunkett, 
the tenant, and not in Almand, the owner. The work was not done 
under Almand’s superintendence and direction. Almand had no 
control over the land, and the crop made on the land was not to go 
in payment to Plunkett for his labor in making the crop. He was 
therefore not a cropper as defined in 46 Ga. [Appling vs. Odum].’ 


“It should now be clear that in economic significance, and 
in their practical and legal aspects, renting and share tenancy 
are as wide apart as the poles. The cropper is a day laborer, 
works under constant direction, has no exclusive right to the 
premises or title to the crop he produces. The renter, on the 


ms 
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other hand, is a real tenant. The court has explicitly held (75 
Georgia Reports, p. 274) that the landlord has no right to 
enter on the tenant’s farm against his will to interfere with 
the crops. The tenant has exclusive possession of the premises 
for the time being and entire control over his crops. It is 
scarcely necessary to point out that the reason underlying this 
distinction is that, in the case of the cropper, the landlord is 
the sole capitalist and entrepreneur. Everything necessary to 
make the crop is supplied by him; while in the case of the 
tenant, a fixed rental per acre is paid the landlord, and the 
landlord’s connection with the tenant’s farm ceases there.” 


T. Lynn Smith, to whom I owe the discovery of Brooks’ impor- 
tant contribution, seconded his position most gallantly when he 
discussed a paper on the subject of tenure problems and research 
needs at the Chicago convention of the Farm Economics Associa- 
tion in December 1936. He points out’ that even share tenants, 
namely farm families owning a part of the working stock, as dis- 
tinct from propertyless sharecroppers, may have the status of labor- 
ers if they are as closely supervised as laborers. And in fact there 
are few agricultural economists and rural sociologists who could 
honestly disagree on this subject. 


II 


If the obvious truth is agreed upon that the successors to the former 
slaves on the plantation are laborers—on a primitive labor con- 
tract, to be sure—what then are the consequences? Small and al- 
most insignificant as this admission may appear at first sight, it has 
the most startling results. Not much less than all the statistics re- 
lated to land tenure and the number and acreage of farms are 
thrown into confusion and have to be revised. The census of 1935 
registered 6,812,350 farm operators, 2,865,155 of them as tenants 
and 716,256 of the tenants as croppers. If we eliminate the croppers 
from these data the number of farm operators has to be reduced 


1 Journal of Farm Economics, vol. 19, no. 1 (February 1937) . 
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and equally the number of tenants. How large a correction has to 
be applied is not known. We can only guess. If we deducted all 
the 716,000 cropper units we should probably have to add a certain 
proportion, because in those cases where the planter does not man- 
age a part of the plantation with hired labor the subtraction of all 





TABLE I 
U.S. Census Revised Per Cent 
Item 1935 Data Correction 
Unirep STATES 

All farms 6,812,350 6,167,720 — 9.5 
Owner operated farms 3:947,195 4,018,821 + 1.8 
Tenant operated farms 2,865,155 2,148,899 —25.0 
Per cent tenant operated 42.1 34.8 —17.3 
Average size of all farms 154.8 acres I71.0 acres +10.5 
Average size of owner operated 

farms 181.8 acres 186.0 acres + 2.” 
Average size of tenant operated 

farms 117.6 acres 142.8 acres +21.4 
Average value of all farms $4823 $5328 +10.5 
Average value of owner oper- 

ated farms $5550 $5650 + 1.8 
Average value of tenant operated 

farms $3823 $4725 +23.6 

11 SOUTHERN STATES 

All farms 2,770,671 2,165,561 —21.8 
Owner operated farms 1,208,092 1,275,327 + 5.6 
Tenant operated farms 1,562,579 890,234 —43.0 
Per cent tenant operated 56.4 41.1 —27.1 
Average size of all farms 110.2 acres I4].0 acres +27.9 
Average size of owner operated 

farms 1$7.g acres 166.7 acres + 5.6 
Average size of tenant operated 

farms 73.4 acres. 104.4 acres +42.2 
Average value of all farms $2452 $3137 +27.9 
Average value of owner operated 

farms $3914 $4275 + 9.2 
Average value of tenant operated 

farms $1321 $1506 +14.0 
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cropper units would make the plantation also disappear. If we 
accept the 1910 data of the special census inquiry —-showing 39,000 
odd plantations with about 400,000 croppers, or an average of 10 
croppers each—and take an additional 320,000 croppers dis- 
tributed over 100,000 or more small plantations with less than five 
croppers, then we may conservatively add 10 per cent of the num- 
ber of all croppers to the reduced number of farms. It may easily 
be that a real survey would prove that no such addition is neces- 
sary, because if most of the planters operate part of their land with 
hired wage hands, this unit has already been counted by the census 
as a farm. 

Table 1 shows how the revision changes all the known relations 
between the different tenure groups, and how completely it upsets 
the data for the southern states. The change is continuously ag- 
gravated up to a reversal of the census picture if still smaller re- 
gions are measured, such as single states or divisions of them. The 
proportion of tenant operated farms is reduced from 42 per cent 
to 35 per cent, and the proportion of owner operated farms rises 
from 58 to 66 per cent. All the conclusions derived from an analysis 
of census tenancy statistics have to be thoroughly revised—at first 
so far as the 1935 statistics are concerned. It is obvious, however, 
that also an even more drastic revision is necessary for shifts in 
land tenure computed from the tenancy statistics since 1880. 

How much the correction should be is not calculable because of 
the lack of data. But at least the clear-cut conclusions about a rise 
in tenancy have to be scrapped, because the necessary adjustments 
to the erroneous tenancy data are probably such that they will out- 
weigh all the shifts recorded in the proportion of tenancy opera- 
tion for the past 55 years. 

This harsh truth has, for example, to be applied to the official 
interpretations of agricultural statistics on tenancy, such as the 
Graphic Summary of Farm Tenure, published by the United States 
Department of Agriculture in December 1936,! which states in the 


1United States Department of Agriculture, Miscellaneous Publication no. 261, 
H. A. Turner, A Graphic Summary of Farm Tenure (Washington 1936) . 
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introduction: ‘‘Farms of a size and type suitable for family opera- 
tion with little hired labor are characteristic of the United States 
as a whole. Only the plantations of the South and a comparatively 
few farms elsewhere are too large for family operation. Owner 
operated farms outnumber tenant farms and owner operated farm 
acreage exceeds tenant operated farm acreage. The general trend, 
however, has been toward tenancy, with a lessening ratio of equity 
in farm real estate held by the farm operator. In brief farmers are 
gradually losing ownership of the land.” Though the plantation is 
particularly referred to in this statement it is strictly ignored in 
every one of the statistical charts of the summary and the conclu- 
sions quoted concerning tenancy and the trend toward a loss of 
ownership are fallacies because of this neglect. All of the public 
statements on tenancy have been based on these same erroneous 
statistics, though they are absolutely bona fide on the part of those 
who compiled them. 

This adjustment of data is only the beginning of what has to be 
performed. The correction in the number of farms necessitates 
further far-reaching corrections. The reduction of perhaps 9 or 10 
per cent in the total number of farms affects the average acreage 
per farm, the average value per farm, the composition of the size 
groups, the number of dwellings per farm, the livestock ratio, the 
ratio of cultivated land per farm, and the farm income in the 
various groups. In general, wherever data are put in relation to 
the number of farms or to the land tenure groups, the results have 
to be revised. 

Aside from the necessity of having to discard the land tenure 
Statistics, the worst effects are to be found in two other divisions, 
compared with which the confusion caused in respect to utiliza- 
tion, equipment, production, value and income statistics appears 
very mild. The concepts about the farm labor situation have to be 
revised from top to bottom. It is estimated that American agricul- 
ture employs about 1,500,000 hired wage hands permanerfily and 
a number of seasonal laborers which increases as the growing sea- 
son proceeds and reaches a peak of about 1,000,000 during the 


® 
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harvesting season in August. These figures overlook the croppers. 
If the 716,000 croppers are added this overthrows the whole pro- 
portion and size of the agricultural labor pyramid because the 
1,000,000 temporary farm hands are probably either migratory 
laborers or part time farm laborers, while the 1,500,000 hired wage 
hands and the 716,000 croppers are the real permanent labor force 
in agriculture. Through the failure to recognize cropping as labor 
every conclusion about average farm wages and labor conditions 
becomes illusory. This goes still farther as soon as questions of 
social relief, unemployment and rural rehabilitation loom up. 

Even if we count only the heads of the cropper families the 
United States has about 43.5 per cent more permanent farm labor 
than is recognized according to census statistics. In fact, cropper 
families are working crews with an average of perhaps some three 
adult equivalents active in all the hand work of cultivation; only 
the work with the mules or horses is confined to the head of the 
family and sometimes to an older boy. If we include in our esti- 
mate of the seasonal labor army two adult equivalents per cropper 
family this adds some 1.4 million, or about 140 per cent, to the 
seasonal labor figuring in the official statistics. ‘The census counts 
the seasonal cropper labor, but only as unpaid family workers. In 
1930 the census counted on April first 1,659,792 such working 
members of cropper families; in 1935 it counted a total of 1,385,- 
277 persons working on farms the equivalent of two or more days 
duting the first week of January. But these data are too low be- 
cause not all cropper families were listed and because even the first 
of April gives no real picture of the total summer and fall employ- 
ment of family members. 

A total contingent of 716,000 permanent male laborers and 1.4 
million additional seasonal laborers represents no less than 45 per 
cent of the labor force of American agriculture. These figures are 
based on a rough but conservative estimate backed by some census 
data. It may well be that real statistics of the seasonal cropper 


1United States Department of Agriculture, A. G. Black, “The Farm Laborer” in 
The Agricultural Situation, vol. 21, no. 11 (November 1937) pp. 15-16. 
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family labor population would prove that the actual number lies 
much higher. 

When the labor roll is adjusted the results naturally affect the 
statistics on farm labor income. The Department of Agriculture 
states that in the fall of 1937 the hired farm hand was getting an 
average wage of $1.39 with board, and $1.83 without. T. J. Woof- 
ter found in his study on cotton plantations that on his 524 sample 
plantations the median income per family of croppers and other 
share tenants was $304 in 1934.2 The figure for croppers alone 
would have been still lower. If this annual wage for the whole 
family were divided by the equivalent of days worked on the farm 
and computed into the national average of the farm labor income 
it would obviously reduce the wage per working day and per 
capita to a fraction of the average wage of hired farm hands, which 
is now taken as representative for labor’s share in the agricultural 
income. The average income of farm operators would be much 
higher if croppers were eliminated. When all these statistical ad- 
justments are made for the southern part of the United States, and 
especially for the smaller regions, the upheaval assumes disturbing 
dimensions. It goes beyond corrections and again begins to reverse 
in many cases the conclusions from the present statistics, because 
the data are placed in the wrong columns. 

A complete overhauling of the census material becomes neces- 
sary also with respect to property and mortgage statistics. We can 
never expect to get a correct picture as long as all the plantations 
are figured under a statistical share-the-wealth scheme which at- 
tributes the equity in farms to ten times their-number of would-be 
farms in the hands of croppers. 

How confusingly the unrealistic terminology of the census affects 
any use of its data can be seen by a glance at a recent article by 
John D. Black and one of his assistants* in which the official con- 


1A. G. Black, op. cit. 

*T. J. Woofter, Jr., Landlord and Tenant on the Cotton Plantation, Works Prog- 
ress Administration, Research Monograph V (Washington 1936). 

*John D. Black and R. H. Allen, “The Growth of Farm Tenancy in the United 
States” in the Quarterly Journal of Economics, vol. 51 (May 1937) . 
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clusions from statistics on the development of farm tenancy in the 
United States are subjected to a critical analysis. Black and Allen 
approach the statistical measurements of tenancy and its growth, 
of changes in the composition of tenure by age groups, and of farm 
labor and tenancy with the utmost care and with subtle tracing of 
slips and stumblings in the statistical recording. They point out 
correctly that if croppers had been counted as laborers in taking 
the 1930 census, only 34 per cent of the nation’s farms would have 
been in the rented group, instead of 42. They prove, moreover, 
that if the farms rented to relatives were removed from the rented 
category the percentage of tenancy for the United States would be 
reduced still further to around 25, per cent. The whole article is a 
model analysis showing how cautious we must be in dealing with 
statistics. Moreover it is one of the best and most critical contribu- 
tions in the dispute over the tenancy question, which has now 
lasted for decades. And yet it fails to drive home one of its own 
strongest points by not adjusting the number of “farms” in all the 
further calculations. Having stated what an elimination of crop- 
pers from the census tenancy data would mean, the authors forget 
this stirring discovery and continue to use all the agricultural sta- 
tistics on “farms” at face value. And indeed, as soon as we discard 
the census concept of a “farm” we find ourselves in a perfect maze 
where every orientation is lost because all the previously known 
proportions begin to shift. In my own article on “Farm Tenancy 
in the United States’? I have not made the necessary corrections. 


III 


The puzzled reader will probably ask himself the same question 
for which the present writer has vainly tried to find an answer for 
himself. How is it possible that such an obvious fallacy as that 
concerning the concept of a farm and a farm operator could be 
maintained so long and spoil the validity of a major part of all the 
structural statistics on agriculture? Three explanations seem to be 
available. 

1 Social Research, vol. 4, no. 2 (May 1937). 
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For the first decades after the Civil War the belief may have 
been prevalent in the federal government, and thereby in the then 
always only temporarily organized census office, that the abolition 
of slavery really fundamentally changed the entire structure of 
agriculture in the south by establishing a large number of rela- 
tively independent small farms. Table 11 shows the growth in the 
number of farms according to the census data for the 11 southern 
states from 1850 to 1910. 


TABLE 11 
Census No. of “Farms” Improved Land Average Improved 
Year or Plantations _—_in Farms (acres) Acreage per Farm 
1850 412,043 42,684,000 103.6 
1860 549,109 56,832,000 103.5 
1870 692,076 46,987,000 67.9 
1880 1,252,249 67,350,000 53-8 
1890 1,524,948 86,844,000 56.9 
1g00 2,128,882 94,016,000 44.2 
IgIo 2,491, 509 109, 189,000 43.8 


A brief glance at the number of farms and the acreage of improved 
land in 1860 and 1880 shows that the national records were ad- 
justed in accordance with the expectations of the victorious federal 
government. It may well have been that the rapid growth in the 
number of farms was taken as a symbol of a new agricultural order 
very similar to that of the north. If this was not the case it might 
be assumed that the plantation cropper question was considered 
too controversial a political issue, and that therefore it has been 
dealt with tactfully by defining it out of the picture or by accepting 
the inconspicuous version that the new form of employing the 
former slaves was a certain variety of tenancy. The much more 
feasible explanation seems to be, however, that the original defini- 
tion of a “farm” and a “farm operator” was merely a technical one 
which overlooked the peculiar character of the cropper system and 
the revival of the plantation in an adjusted form, and that since 
then nobody has dared to correct it, although the fallacy is recog- 


*Data from the Thirteenth Census of Agriculture, op. cit., p. 878. 
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nized. And indeed the enterprise of revision renders all the former 
Statistics incomparable. 

What really matters today is not how the present condition orig- 
inated but how long we can be justified in continuing to base the 
vast, costly and important agricultural census on some erroneous, 
or to say the least, unrealistic concepts. The fact that the United 
States farm and tenancy statistics are not comparable with those 
of most other countries may perhaps be ignored. But the fact that 
the federal policies concerning tenancy and labor cannot be based 
on sound statistics, and that the Agricultural Adjustment Admin- 
istration has had to revamp the statistics for its own purposes, 
should be sufficient reason for considering most seriously a thor- 
ough reform of the agricultural census. As long as the present 
census definitions are maintained the costly and yet inaccurate 
compilation of sample statistics in governmental agencies and other 
research bodies will continue indefinitely. The minimum that 
should be achieved in 1940 should be a thorough investigation of 
the entire plantation sector, with an approach that goes far beyond 
that of the special inquiry under the auspices of the 1910 census. 
For those who desire to base their conclusions on realistic data 
this would permit, for any specific purpose, at least a calculation of 
the error in the farm, tenancy, labor, property and income sta- 
tistics. 
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WHAT NEXT IN UNEMPLOYMENT 
INSURANCE? 


BY FRIEDA WUNDERLICH 


I 


km United States has enacted in a very few years social insur- 
ance schemes for which European countries required decades. ‘This 
is an advantage and a danger. In the slow development of security 
schemes in Europe each part of the program was followed by years 
of experiment and education. Slowly the structure expanded. The 
start was made by insuring those risks for which an actuarial basis 
could easily be calculated. Unemployment insurance was only very 
cautiously included. A nationwide system of employment offices 
had been developed in Germany and England before unemploy- 
ment insurance was started. This country embarks not only on old 
age insurance, with its not too serious actuarial problems, but on 
unemployment insurance, in which the complete hazard can be 
measured far less than in any other insurable risk. 

There is general agreement that the federal as well as the state 
acts are still incomplete and show many weaknesses. Unemploy- 
ment insurance and its supplements will be in the experimental 
stage for a long time. The reform is handicapped by the impossi- 
bility of projecting unemployment estimates into the future. The 
schemes for protection of the unemployed must be able to meet 
unemployment as a phenomenon of substantial volume if planless 


attempts at panic legislation are to be avoided. 

The tax credit system embodied in the federal act, a loose co- 
Operative system, was intended to encourage state plans and to 
allow considerable latitude for experimentation. It has fulfilled 
its first aim. Since July 1937 every state and territory in the United 
States has had an unemployment insurance law. As for the second 
aim, experimentation, it has not proved to be as active and diver- 
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sified as one might have supposed. It is concerned chiefly with the 
type of plan. A survey of the state laws shows that the plan relying 
on separate reserve accounts has lost its popularity. Only two states, 
Wisconsin and Nebraska, provide for the employer reserve plan. 
Vermont gives the employer a choice between the two types, and 
four others combine the pooled fund with employer reserves under 
specified conditions. No state has limited its program merely to 
guaranteed employment plans. The latter appear only in four 
schemes in combination with other types. Forty-five states provide 
a pooled fund. One can say that the struggle for the pooled fund 
has been nearly won. Agreement exists in all respects in which 
European experience has been used. Thus in all states benefits are 
payable only to involuntarily unemployed workers with a record 
of recent employment in an insured occupation. Benefit rates are 
almost uniform, and with few exceptions amount to 50 per cent 
of regular wages with a weekly maximum of $15 and a minimum 
of $5. 

There are variations in coverage, length of the qualifying period 
(from 13 to 26 weeks employment in the previous year), the 
waiting period required before benefits are payable (prevailingly 
2 to 3 weeks) and duration of benefits (from 12 to 20 weeks) . In 
all laws the benefit period is limited by the provision of a specified 
ratio of weeks of benefits to weeks of previous employment. 

The demand for greater uniformity of standards is one of the 
arguments against the tax offset plan, which has been attacked also 
because of the cumbersome duplication and complicated book- 
keeping it entails. Outstanding experts on the subject, such as 
Abraham Epstein, demand the replacement of the tax offset plan 
by federal subventions to the states.t Under the grants scheme pay- 
roll taxes would be levied by the federal government and the 
proceeds distributed on the basis of taxes received from each state. 
Duplication in the imposition and collection of taxes would thus 
be avoided. Advocates of the grants system emphasize that definite 
standards could thus be written into federal legislation, whereas 


2 Abraham Epstein, “Social Security,” New Frontiers (March 1 ‘2. 
P' y 937) P- 25 
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the tax offset plan establishes few standards of administration and 
none of benefits. 

It might perhaps be easier to impose benefit standards today 
than it was in 1935 inasmuch as state regulations have proved far 
less illiberal than was expected. The Social Security Board, by 
drawing model bills for various types of laws and by discussing 
deviations, has succeeded in achieving a high degree of uniformity. 
An obstacle, however, is the existence of employer reserve plans 
which do not pledge themselves to pay more benefits than their 
reserves allow. 

With or without rules imposed by law, uniformity will be 
achieved because the federal government will have to come to the 
rescue of those states which, because of their high percentage of 
unemployment, cannot supply benefits from their own taxes. The 
states will get into difficulties because they have fixed benefit rates 
rather uniformly without considering variations in the rate of 
unemployment from state to state. According to the estimates of 
the Committee on Economic Security, the percentage of unem- 
ployed in the compensable labor force during the four years 
1930-33 was in Michigan 47.2 and in Georgia 14.9.1 Equal rates 
of assessment and of benefits in the various states would therefore 
lead to an unequal duration of benefits. 

Equal treatment of unemployed in states with unequal unem- 
ployment rates can be provided either by federal subsidies or by 
reinsurance. In the event, therefore, that the federal system cannot 
be recast into a subsidy system, a reinsurance fund or a federal 
fund will have to be set up to help equalize benefits.? The latter 
fund would face problems similar to those of the grants system. In 
order to avoid pressure by the states to increase subsidies criteria 
of need would have to be worked out. Subsidies would have to be 
based on the number of compensable unemployed in the states* and 


* Social Security Board, Social Security in America (Washington 1937) p. 400. 

* This fund may also take care of the interstate migration of labor if no reciprocal 
provisions are made in the state laws. 

* The factor of the financial ability of the state, which is of importance for a for- 
mula of relief grants, does not appear in an insurance scheme. 
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on the duration of unemployment. As the number of unemployed 
for whom the insurance scheme must provide depends on the 
definition of eligibility, every formula presupposes uniformity of 
this definition in the state laws. Eligibility includes coverage, 
qualifying period, waiting period and duration of benefits. Uni- 
formity of standards could therefore be achieved without legal 
compulsion. Moreover, the very inadequacy of the laws will work 
in the same direction, because the first serious period of unem- 
ployment after the laws take effect will show that the protection 
afforded the unemployed by the present insurance laws is utterly 
insufficient. The inadequacy is due to imperfect coverage as well as 
to the short duration of benefit payments and the reduction of 
reserves by merit rating. It is true that unemployment insurance 
can always provide compensation only for a limited proportion of 
unemployed during a depression. But it is desirable to enlarge this 
proportion as much as possible in order to make the residual prob- 
lem more manageable. 

At present it would not be advisable to attain this enlargement 
by extending insurance coverage to the now excluded groups of 
agriculture, domestic service, small undertakings, etc., although 
the exclusion of some of these groups is not justified by their 
greater security. Coverage should certainly be expanded, but 
slowly, over a period of years, not at the outset. Since the existing 
plans show so many weaknesses it is better to experiment on a 
smaller scale. Moreover, a few of the excluded groups work for 
relatively small employers, and the great increase in records which 
would be required should be postponed until a considerable sim- 
plification of records has been achieved. Every effort should be 
made, however, to stretch the duration of benefits beyond the 
limits now provided. The huge machinery is not justified if it 


provides for only a few weeks of unemployment. 

In order to prolong duration the following measures could be 
taken. First, employees’ contributions could be introduced into all 
plans. They are included only in nine state laws and amount 
usually to only about one half the contribution paid by the em- 
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ployer. An increase in the contribution rate results in a greater 
proportional increase in the length of benefits. Under foreign laws 
employees almost invariably contribute. European labor has 
stressed the necessity of contributing because of the share in ad- 
ministration thus acquired. Joint administration—cooperation 
between employers and insured— is necessary because many prob- 
lems will come up which must be solved by agreement, for exam- 
ple, the definition of “just grounds” for leaving work without 
forfeiting the claim to benefit, or the “suitable employment” the 
unemployed is obliged to accept in case it is offered. Another 
problem which can be solved only by joint effort concerns labor 
disputes. Of the states and territories only 8 unconditionally pro- 
hibit benefits if a strike concerns an establishment where the per- 
son is or was employed. The 2 states which allow benefits to 
workers actually engaged in strikes and lockouts after a pro- 
longed waiting period, and the 3 others which grant benefits in 
case the employer fails to conform to collective agreements, will 
find their funds exhausted in the first large conflict and they will 
be exposed to such attacks from business that they will have to 
withdraw from the battlefield by changing their laws. The 38 
states which allow unemployment benefits only to workers who 
are not directly interested in a dispute seem to have found a 
feasible solution. In fact, a shrewd strike strategy may call out 
only groups of key workers, thereby crippling large parts of 
industry and transforming unemployment benefits into strike 
benefits. It is obvious that such problems can better be solved 
when labor has a financial interest in the soundness of insurance.* 
*In Germany a satisfactory arrangement was worked out in negotiations with 
trade unions and employers’ associations. It provided that no benefits were to be 
paid if the result of a struggle could be presumed to affect directly the unemployed 
indirectly involved; or if the granting of benefits would influence the strike or lock- 
out; or if under certain conditions employees became unemployed indirectly as a 
result of the fact that other employees were engaged in a labor struggle; or if the 
plants indirectly affected by a strike or a lockout were shut down because they were 
entirely dependent on the plant immediately involved in a strike or a lockout — on 


plants supplying electric light, gas, water or semi-finished or finished products 
(Decree of March 27, 1928, Reichsarbeitsblatt 1928, 1, p. 97). 
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A second means of making the fund last as long as possible 
could be a prolongation of the waiting period to 3 weeks in all 
states which provide a shorter period. It is less necessary to pro- 
tect the worker in a period of mild distress. A relatively long 
waiting period makes possible a considerable increase in the dura- 
tion of benefits because unemployment in the first weeks con- 
stitutes a large percentage of the total. On the basis of unem- 
ployment experience from 1922 to 1933 in the United States a 
waiting period of 3 weeks, and 2 per cent contributions by em- 
ployees, would provide for 24 weeks of benefits. 

Prolongation to more than 3 weeks is entirely justified for 
industries with seasonal unemployment. It is well known that if 
nothing is done to restrict the claims of workers in the clothing, 
building and other seasonal trades, the funds will be used mainly 
for paying benefits to the unemployed in these trades, some groups 
of which are paid higher wages in order to compensate them 
for losses during the dull season. Another device to protect the 
fund against seasonal layoffs would be to compensate only for 
unemployment occurring in the normal busy season, though this 
may cause hardship to those concerned. Compensation for sea- 
sonal unemployment encounters the difficulty that there is no 
clear distinction between seasonal trades and trades that are not 
seasonal; it is a matter of degree. A classification would have to 
be worked out after an observation period. Complaints concern- 
ing marginal trades cannot be avoided. But no problems of unem- 
ployment insurance can be solved one hundred per cent. Most 
of the state laws have no special provision for seasonal unemploy- 
ment, though 10 states give the commission power to determine 
special benefit rates and eligibility for benefits. 

Another means of protecting the fund is to simplify admin- 
istration. A serious handicap to administration is the setting up 


1 It has been estimated that a 4 weeks waiting period excludes about go per cent in 
good times and about 15 per cent in depression times (Social Security in America, 
cited above, p. 125). A change of one week in the waiting period would result in a 
corresponding change of 1 to 3 weeks in the length of benefits. 
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of contribution and benefit rates as percentages of wages earned. 
This means that every worker has a wage class of his own and 
that bookkeeping becomes extravagant. What can be done to 
simplify the procedure? The English device of uniform flat rates 
for all workers would meet difficulties in the United States be- 
cause of the wide variation in wages and standards of living. 
Flat rates would either come too near to wages or be much too 
small for the higher paid workers. The best device would be the 
use of a few wage classes with a flat rate within each class and 
maximum and minimum figures for weekly benefits. In order not 
to nullify the advantage of bracketing wage classes should not be 
made too small. 

A further complication arises from the relationship of benefits 
to prior employment. This will prove to be a great burden. It 
is not the object of unemployment insurance to reward good 
employment records, but to provide protection. 


II 


The next legislative question concerns the essentially American 
feature of merit rating.1 The federal act does not require merit 
rating but makes it possible by a complicated provision allowing 
rebates of the federal tax. Under the merit rating plans employ- 
ers contribute to a common pool, but their rates differ according 
to their employment records. After an initial period of three 
years in which experience is accumulated, the rates are to be 
varied and employers who have good records will enjoy lower rates; 
employers with bad records may have to contribute at increased 
rates. According to its advocates merit rating is the best compro- 
mise between the individual reserve and the pooled fund. Allo- 
cating to the individual employer the costs of his own layoffs 
is supposed to stimulate stabilization of employment without 
endangering protection of the unemployed, as would be the case 
with individual reserves. The object is, of course, not to lose 
sight of the importance of prevention. Merit rating appears in 


*Only merit rating in combination with the pooled fund is discussed here. 
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40 acts,! in 34 of them in combination with the pooled fund; of 
these 34 laws 7 leave the fixing of merit rates to the discretion 
of the administration. In 27 laws automatic rating is provided 
for, with conditions of classification prescribed in the laws. Rate 
reductions depend upon the employer’s reserve ratio, that is, the 
ratio between his reserve balance (contributions minus benefits) 
and his previous annual payroll or his average annual payrolls 
in the three to five preceding years. Under most pooled fund 
laws rate reductions are allowed when the reserve ratio rises above 
7.5 per cent. The rates corresponding to the same reserve ratio 
are different in different laws. The employer whose benefits ex- 
ceed contributions has to pay the maximum rate; for others rates 
are reduced according to the excess of contributions over benefits. 

Merit rating is superior to the employer reserve plan because 
the unemployed are protected as long as the entire fund is still 
unexhausted. The question is whether the plans are financially 
sound and whether they will achieve reduction of unemployment. 
The employer reserve plan has been opposed by students of 
insurance as conflicting with the insurance principle which de- 
mands a balance of bad and good risks. The same lack of balance 
is characteristic of merit rating as provided in the American 
laws, especially in those which exempt employers from all contri- 
butions. Theoretically it is possible to increase rates in the same 
proportion in which others are reduced, and thereby to preserve 
the solvency of the fund. The spread of rates, however, from 
zero to 4 per cent in the state laws (mostly from 0.9 to 3.6) is much 
too small to provide adequate risk distribution. The definite, 
low limit on the maximum rate means the danger of decline and 
quick exhaustion of the fund. In practice the reduction will 
always exceed the increase of rates because of the complicated 
circumstances prescribed for increases. In 8 laws only reductions 
are provided for, and no increases if the insolvency of the fund 
is due to force majeure. All branches of insurance which have 


1 Nine other jurisdictions merely provide for a study of the subject of rate adjust- 
ment to be reported to the legislature with recommendations. 
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used merit rating know that it is easier to reduce than to increase 
rates. In this case it will hold especially true because diverse 
handling of merit rating will again bring up the argument of 
competition between the states. 

The solvency of the fund is endangered when low classes of 
reserve ratios allow large rate reductions. In many laws an in- 
crease occurs only if the total of an employer’s contribution “for 
all past periods or for the last 60 months, whichever is more 
advantageous to the employer, is less than the total benefits 
charged against his account for the same period.” This clause 
does not prevent the employer from paying a normal rate even 
though his account is insolvent. Some laws include protective 
clauses against impairment of the fund: maintenance of a mini- 
mum average yield of the fund (6 states) ; a fixed ratio of total 
benefits paid to total assets (15 states) ; and crediting only a part 
of contributions to the employer’s account (11 states). The first 
of these protective clauses requires a too complicated administra- 
tive set-up; the second does not provide any protection; the 
third is protective in so far as it delays merit rating reductions 
for several years. 

The stimulus to stabilization is based on benefit experience 
during a previous period. Not those employers are rewarded who 
maintain the same number of employees, but those to whom small 
benefit sums are charged. The benefit sum may be the result 
not of a low turnover, but of special circumstances such as non- 
eligibility of the dismissed workers, their migration to other 


States, quick placement in other positions. Moreover, the reserve 


balance is considered in proportion to the annual payroll, and 
sudden reduction of the payroll may lead to a rate reduction even 
though it may be due to layoffs at the beginning of a depression. 

Merit rating has been taken over from workmen’s compensa- 
tion, where rates are differentiated according to accident records 
or to classification of hazards based on physical safeguards pro- 
vided by the employer. Companies with low accident rates or with 
good safety devices pay lower insurance rates. This has worked 
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out satisfactorily because accident hazards within one industry 
do not vary greatly, because the employer has the possibility of 
reducing the number of accidents by providing safety devices, 
and because it is possible to base workmen’s compensation on 
statistical data, although here too exact calculation in advance 
is not quite possible and rates have to be subsequently adjusted. 

Similar calculations may to a certain extent be made for sea- 
sonal unemployment, but they are not adequate for any calcula- 
tion concerning cyclical or structural unemployment. If the three 
years on which the rating is based belong to a period of pros- 
perity the estimate may prove to be completely wrong when the 
tide turns. A period of at least ten years would be necessary to 
study the unemployment risk resulting from business cycles, and 
even that would provide no possibility of predicting the amount 
of unemployment due to structural changes and political influ- 
ences. The business revival of the last few years, for example, was 
based in large measure on rearmament. The steel and steel prod- 
uct industries had excellent employment records. No one can say 
how long this armament race will last and how large the demand 
for steel will be when it is over. The causes of unemployment 
are too complex to admit of employers’ control of the risk. No 
low contribution rate will enable the entrepreneur to prevent 
unemployment due to financial, industrial, political or technologi- 
cal factors. When depressions come the entrepreneur will not be 
able to avoid layoffs, but the benefit fund will be seriously 
impaired. 

Comprehensive merit rating would soon convert the incentive 
to stabilization into a classification differential of the respective 
unemployment risks of industries. Credit would be given to in- 
dustries which normally have a low unemployment risk. The 
outcome would be a variation of contributions from industry to 
industry, according to hazards of unemployment. Such a grada- 
tion has been recommended, for example by Gerhard Colm,? on 


1 “Methods of Financing Unemployment Compensation” in Social Research, vol. 2, 
no. 2 (May 1935) pp. 162 ff. 
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the argument that a certain hazard of unemployment belongs 
to the costs of production and that each industry should in the 
market economy meet its own costs of production without sub- 
sidies from industries with less fluctuation. But this gradation 
would be of no importance for regulating business fluctuations 
and would be no gauge of personal merit. An employer in an 
industry with littlke unemployment risk would get reductions 
even if the employment in his plant were less stable than in other 
plants of his industry, while the employer who established more 
stability in an unstable industry would not be rewarded. To 
discover the genuine merit of the individual employer would 
necessitate comparing his employment record with coverage for 
the industry to which his plant belonged. Even then no con- 
sideration would be given to the fact that the expansion of one 
industry might cause increased fluctuations in others and thereby 
create unemployment. 

Merit rating as a system of reward and punishment has been 
emphasized much more than its importance justifies. Its main ad- 
vantage, besides establishing a gradation of hazards in the various 
industries, may be that it induces employers not to misuse unem- 
ployment insurance. Feeling that they wanted to get their money’s 


*Clair Wilcox, “Merit Rating in Unemployment Compensation Laws” in the Amer- 

ican Economic Review, vol. 27, no. 2 (1937) p. 258. In their excellent study on Merit 
Rating and Unemployment Compensation, Karl Pribram and Philip Booth, of the 
Bureau of Research and Statistics of the Social Security Board, have the following 
proposal to make concerning this question: “The normal rate applied to all 
industries within a state would be a rate sufficient to provide for all unemployment 
benefits. To determine an individual establishment’s rate it would be necessary at 
the end of each quarter to determine the number of workers on each payroll and 
to arrange these payrolls by industry groups. An establishment’s contribution rate 
would be determined by comparing its employment experience with the decline in 
employment in the industry. (Increases in employment in an industry would be 
disregarded.) All establishments whose employment stability was the same as that 
of the industry would pay contributions at the normal rate. Establishments would 
pay higher or lower rates as the decline in their employment is greater or less than 
that of the industry. The advantages of this proposal are that it encourages stabiliza- 
tion, especially in industries characterized by considerable fluctuation in employment, 
avoids confusion of increased volumes of employment with improved stabilization, 
protects the solvency of reserve funds, eliminates competitive interstate discrimination, 
and finally can be administered without considerable difficulty.” 
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worth for their contributions, European employers frequently 
laid off more men than they would have if there had been no 
unemployment insurance. To prevent such a drain on the funds 
would be a genuine service, but it is doubtful whether it justifies 
upsetting the actuarial structure. 


III 


Even if all the reforms suggested above are carried out, unem- 
ployment insurance will give security only to a small percentage 
of the unemployed. The acts do not cover more than about one 
half of the gainfully employed population. Even they are pro- 
tected merely during short-term unemployment, and the needs 
of families with many children will not be met by half the 
customary wage. A tremendous residual problem remains to be 
solved in periods of depression. A relief program must be main- 
tained for those unemployed who are not included in the scope 
of unemployment insurance, or who are unemployed for ex- 
tended periods. The field of residual relief should be restricted as 
much as possible by a public works program. The large cost of 
public works will prevent full absorption but they will protect 
for another limited period those who have exhausted their claim. 
Then relief would begin as a third line of defense. A supple- 
mentary relief system also protects the insurance scheme, since 
without it the tendency is to place upon insurance a greater bur- 
den than it can carry. 

British experience has shown that the financial soundness of 
unemployment insurance demands complete separation of insur- 
ance from relief. Once the choice has been made in favor of in- 
surance, every effort should be made to preserve its character, 
and not to dilute it or let it deteriorate. The result of a com- 
mingling of relief and insurance would be to wreck the latter 
and discredit it. On the other hand, British and German experi- 
ence has demonstrated the failure of dividing assistance to the 
ablebodied into statewide insurance and locally financed poor 
relief. Such an arrangement gives rise to inequality of treatment, 
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to dissatisfaction and to political pressure for extending insurance 
benefits. After failing in both methods—that is, extending in- 
surance benefits and administering poor relief locally—Great 
Britain chose in 1934 to go a new way by establishing a second 
nationwide branch of assistance for all the ablebodied poor not 
eligible for insurance benefits. This assistance is supposed to pro- 
vide benefits for all unemployed through vast centrally operated 
machinery, quite independent of local poor relief. Theoretically 
this system seems to be an adequate solution of a problem which 
the poor law in its history of four centuries has not been able 
to solve. The reform has not yet stood the test of depression but 
its uniformity and rigidity have already aroused great dissatis- 
faction. After a few months it had to be revised. The latest regu- 
lation has not been in effect more than six months. 

Whatever British experience may be, to experiment with an 
outright national relief system would be too great a risk for the 
United States. There is no doubt that the pressure of the unem- 
ployed will go in this direction and that many students of the 
subject will be attracted by the idea of uniformity. But this very 
uniformity and standardization is an argument against it. Relief 
must be flexible, adjustable to the great diversity of local condi- 
tions and personal need. If not there is the danger of a waste 
of public funds on the one hand, of inadequate help on the other. 
Standardized assistance may foster idleness and the rise of a pres- 
sure group which claims relief as a right. 

Between the two extremes of an inflexible centralized system 
and inadequate local financing a way has to be found which com- 
bines centralized direction and financing with local initiative 
and administration. This means federal and state grants-in-aid, 
combined with some financial responsibilities on the part of local 
authorities to prevent waste in spending other people’s money. 
The matching grant-in-aid, which requires local expenditures to 
equal state and federal help, would be out of place in view of 
the inequality of unemployment and of local funds. Federal and 


‘state grants would have to compensate for differences in local 
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relief needs and in poor and rich communities without sub- 
sidizing incompetence or penalizing efficiency. The formula for 
the distribution of unemployment relief grants is much more com- 
plicated than a grant’s formula for insurance. On the one hand 
it has to find a series of criteria for the ability of the state or local 
community to pay, and on the other hand it must consider not 
only the number of non-compensable unemployed and the dura- 
tion of unemployment but likewise the criteria for determining 
the individual’s personal resources. All these criteria have to be 
combined and balanced. The last variable depends on many 
items, such as number of dependents, amount of income of other 
members of the family, requirements of an adequate budget and 
degree of dependency as conditioned by urban or rural surround- 
ings. The term “budgetary deficiency,” used by federal regula- 
tions, is supposed to cover these items, while the financial ability 
of the states has not as yet been considered. 

In this plan the operation of relief would be the direct re- 
sponsibility of the local authority, which would receive applica- 
tions, investigate and fix benefits according to needs within the 
frame of maximum and minimum standards prescribed by the 
central authority. The task of state regulation in such a system 
would be: to fix the scope of unemployment services; to provide 
standards of benefits, of investigation, of methods used in de- 
termining the extent of central supervision; and to guarantee an 
adequate trained staff in state supervision as well as in local 
administration—in other words, guidance, not negative control. 

Strict supervision of eligibility for unemployment relief is 
necessary because local communities tend to use relief funds in- 


discriminately whenever they are wholly or even partially reim- 
bursed for expenditures. Considerable discretion should neverthe- 
less be left to the operating unit, especially in handling the means 
test. There are always factors to be weighed that appear only in 
personal contact. An efficient state staff can give constructive 
service in working for unification of methods, in making infor- 
mation available and in securing expert advice. Some rules are 
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needed to protect the unemployed, to protect the social worker 
against pressure and to prevent the waste of public funds. But 
they should be elastic. However great the divergence in practice 
it cannot be as bad as bureaucratic schematism in handling human 
affairs. 

There is general agreement among all students that no efficient 
insurance and relief schemes are possible without an independent 
non-political staff with high professional training from the top 
down to the front line. This implies the desirability of a merit 
system with non-political recruitment and security of tenure. 
Unless these requirements are fulfilled the kind of scheme is a 
matter of indifference. It will not be efficient. The federal act 
has failed to provide the necessary safeguards; a clause in the 
first draft which insured a nonpartisan selection of the personnel 
according to standards prescribed by the Social Security Board 
should be reinstated. 


IV 


The relation of unemployment insurance and relief to the public 
employment service still includes a serious obligation. With the 
advent of unemployment compensation the employment office 
has to render additional services: at least the registration of all 
those claiming benefits, the determination of the continuous 
availability of the applicant for work if he is to continue to receive 
benefits, and the mandatory determination of usual occupation 
and the suitability of work available. For these additional obli- 
gations the Social Security Board grants subventions while the 
Department of Labor is responsible for the regular work and 
grants aid based on the Wagner Peyser Act. For fear that dual 
authorities might become an obstacle to the integration of the 
compensation and employment services the consolidation of the 
two services has been demanded. In order to judge the significance 
of such a fusion a distinction between administration and super- 
vision has to be made. Consolidation of administration of the 


services is supposed to induce the placement service to do all that 
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is in its power to reduce unemployment. All the states but one 
have therefore placed the administration of unemployment com- 
pensation and of public employment offices under the same 
agency. But to make over to the employment office full responsi- 
bility for the administration of insurance does not solve the prob- 
lems involved. 

In the first place, a nationwide, efficient public employment 
service would be necessary, which is planned but has not yet mate- 
rialized in the United States. The vastness of the country makes 
it nearly impossible to place employment offices within the reach 
of all unemployed. A clearing system cutting across political lines, 
covering large parts of the country or whole industries, is lacking. 

Second, many employers are not yet accustomed to patronizing 
the public offices and prefer to depend on their usual methods 
of hiring. This is especially true for those branches of employ- 
ment covered by unemployment insurance. The office will have 
to win their confidence gradually in order to make sure that every 
possible avenue of suitable employment is made available to the 
insurance applicants. As soon as a comprehensive system covers 
the country employers may be required by legislation to report 
all vacancies to the public employment offices. Compulsory noti- 
fication of vacancies, however, merely means complete informa- 
tion, not cooperation. Without compulsion to fill vacancies 
through the public offices—a measure which is undesirable be- 
cause it certainly would lower the standard of performance in 
public employment service—only a fraction of the available 
jobs will be cleared through them. 

While all the prerequisites at present lacking may be devel- 
oped in a slow process, some internal problems have to be solved. 
They concern the divergence of functions in the two services. 
Harmony of purposes exists, to be sure, in the employment office’s 
function of reducing the time lost by workers in finding employ- 
ment. But using the service as a test for curbing malingering and 
for removing unemployables from the insurance funds burdens 
the employment office with an inappropriate task. In the first 
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place, it will not, for the most part, have sufficient vacancies to 
offer to the unemployed, because in periods of unemployment 
jobs are generally scarce. The other difficulty is that it is the 
primary function of the employment office to furnish the best man 
available for the position. It will fail to attract business if it 
recommends a man merely to test his willingness to work or 
because he has been longest unemployed. Moreover, the test is 
always inadequate. Those who are genuinely unwilling to work 
can easily avoid the test, for example by behaving in such a way 
that the employer refuses to take them. Therefore special public 
work and work relief are needed as measures for maintaining the 
worker’s employability and testing his will to work. They may 
be connected with training facilities to fit men and women to 
take over new tasks, to renew skill, to transfer workers from de- 
caying to growing industries. 

In the collaboration of insurance and placement there is the 
further danger that the latter function may be lost from sight, 
that placement may be neglected on behalf of the administrative 
work necessary for insurance applicants. In periods of increasing 
unemployment and lack of vacancies, when traffic increases in the 
office, the administration is tempted to occupy the personnel with 
filling out application blanks instead of with seemingly futile 
placement work. The personnel, thus tied up, will not be able 
to secure complete information on available employment or to 
render adequate service to industry. It would not even be advis- 
able to occupy the same personnel in insurance and placement, 
because the administration of insurance is bureaucratic, in strict 
compliance with the statutory provisions, while employment office 
work should be individualized, developing some case work meth- 
ods of its own. Standardization would result in discrediting the 
exchange and driving it out of business. The same holds true 
if testing of willingness and checking of clandestine work over- 
run the placement functions. These dangers can be partly obviated 
by an adequate administrative policy covering selection of the 
staff, constant training, a not too heavy case load, adequate tele- 
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phone facilities, and so on. It is not advisable to unite the func- 
tions of insurance and placement in the same local office. The 
army of unemployed should be distributed in various offices; 
the political danger in gathering thousands or tens of thousands 
in one place should not be underrated. 

Only in administration is it desirable that insurance and 
placement function as a unified service. After the experience of 
England and Germany, where the insurance function submerged 
the placement function, it would be wise to experiment in this 
country with a double supervision in order to prevent either 
function from being neglected. The interests of the employment 
service are better protected if it does not become an adjunct of 
compensation. It is not desirable, therefore, to unite the federal 
authorities. ; 

As soon as unemployment insurance begins to work, the serious 
problem will come up of preventing the benefit system from being 
used politically. There are naturally two pressure blocks. The un- 
employed press from below, the taxpayers from above. The tax- 
payer, however, is in a much weaker position, not disposing of 
as many votes as the mass. Thus the danger of high taxation would 
result from political manipulation of unemployment insurance 
and relief. But the necessity of putting a brake on legislative 
tinkering with certain problems touches a question which is 
much broader than any special field. 
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THIN MARKETS 


BY FRITZ LEHMANN 


‘Tae decline of stock prices between the middle of August and 
the end of November 1937 is one of the sharpest on the records 
of the New York Stock Exchange. Between the 14th of August 
when the decline started and the 26th of November, the bottom 
point reached before this article goes to press, stock prices de- 
clined by about 40 per cent. 

Such a spectacular break would appear to be justified only if a 
major downswing of business were under way. But although re- 
covery had made little progress between December 1936 and 
August 1937, and although some symptoms indicated a recession 
of business in the fall, these facts alone were believed by many 
observers, among them Winthrop W. Aldrich,’ chairman of the 
Board of Directors of the Chase National Bank, not to be suffi- 
cient to explain the sharpness and severity of the decline. The 
blame was placed by them on the “thinness” of the stock market 
and the “thinness” of the market in turn was explained by recent 
legislation: new taxes and tax rates such as the capital gains tax, 
the undistributed profits tax, the high income tax rates in the 
upper brackets, the high estate tax rates—and the checks on spec- 
ulation provided by the Securities and Exchange Act. Among these 
checks the elimination of informed trading and protective buying 
by insiders, the wide range of uncertainties in the new rules, and 
the new margin regulations have been singled out as harmful to 
the satisfactory functioning of the market. 

Complaints about “thin markets” had been made long before 
the break in the fall of 1937. In his annual report for 1935-36 
Charles R. Gay, president of the New York Stock Exchange, had 
voiced his opinion that the new regulations had made large trad- 


Cf. “The Stock Market from the Viewpoint of a Commercial Banker,” address 
to the Rochester Chamber of Commerce, October 14, 1937. 
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ers reluctant to engage in speculative commitments. Not only 
“the comparative stock volume fell away but the quality of the 
market also was affected unfavorably. In other words, the market 
became ‘thin’ and illiquid and presented real problems to stock 
purchasers who wished to acquire and to sellers who wished to 
dispose of stocks in quantity.” Later, in May 1937, Mr. Gay 
expressed his concern that because of the “thinness” of the mar- 
ket a moderate amount of stock offered for sale might depress 
market prices unduly. Finally in his annual report for 1936-37 
Mr. Gay reiterated his complaint that the quality of the market 
has been seriously affected: ‘““With much concern I note the con- 
tinuance of narrow and illiquid markets in which wide spreads 
between bid and asked quotations prevail and in which com- 
paratively small volumes of buying or selling create undue fluctua- 
tions in prices. Almost daily situations are called to my attention 
wherein it is impossible to buy or sell reasonable amounts of 
stocks at reasonable prices. Orders which a few years ago could 
have been executed within a few minutes or a few hours now 
often require days and sometimes weeks with resulting increased 
risk to the owner. . . . This development can of course be attrib- 
uted to no single element, but among the contributing factors one 
may undoubtedly include various shocks to general business and 
investment confidence, the capital gains tax, the severe restriction 
of credit for the purchase and carrying of securities, the numerous 
regulations designed to restrict the activities of short term dealers 
and of corporation officials in purchasing the securities of their 
own companies and the restriction on short selling.” 


I 


The term “thin market” implies a quantitative and qualitative 
judgment. “Thin markets” are markets with small turnover: 
narrow markets. The “thinness” of the market in this sense can 
be measured by the quantity of sales. ““Thin markets” on the other 
hand are markets in which the price of stocks rises relatively much 
on a relatively small buying order and falls relatively much on a 
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relatively small selling order: “thin markets” in the qualitative 
connotation of the term are inelastic markets. Those who com- 
plain about the “thinness” of the market believe that the market 
is inelastic because it is narrow. This is not a truism. We might 
well conceive of an inactive market, inactive because of the lack 
of stimulating or depressing factors but highly elastic in so far 
as potential demand and potential supply are great and will 
appear whenever some selling or some buying tends to depress 
or to raise prices. 

Have the stock markets been thinner since the new regulations 
and the new tax laws were enacted—which happened mainly in 
1934—than they were before? The figures in Table 1 show that 
the volume of sales in the years 1934 through 1937 was, with the 
exception of 1936, smaller than in any of the nine preceding years 
including the depression year 1932. Even in 1936 the volume of 
sales was not conspicuously higher than in 1925-26 or 1932. 

The number of shares sold, however, is not a satisfactory indi- 
cator of the market’s relative activity. This figure does not take 


TABLE I 


Number of Number of Turnover 
Shares Sold Shares Listed of Listed 


Year (in millions) (in millions) Shares 
1925 460 463 0.99 
1926 452 539 0.84 
1927 582 620 0.94 
1928 931 706 1.32 
1929 1125 943 1.19 
1930 811 1207 0.67 
1931 577 1308 0.44 
1932 425 1315 0.32 
1933 655 1303 0.50 
1934 324 1299 0.25 
1935 382 1312 0.29 
1936 496 1339 0.37 
1937! 402 1360 0.30 


* Estimate, based on figures for first nine months. 





58 SOCIAL RESEARCH 


into account the changes in the number of shares which are listed. 
This number has tripled between 1925 and 1937. The ratio 
between the number of shares sold and the number of shares 
listed—the turnover of listed shares—has to be computed for 
measuring the market’s relative activity. The turnover of listed 
shares as shown in Table 1 was around 1 in the years 1925 
through 1929 but only around 0.3 in the years 1934 through 1937, 
almost the same as it was in the bottom year of the depression, 
1932. 

There is thus no doubt that the New York Stock Exchange has 
been a narrow market in the last few years as compared with all 
preceding years except 1932. 

Were these narrow markets inelastic markets? Mr. Gay states 
that “almost daily situations are called to my attention wherein 
it is impossible to buy or sell reasonable amounts of stocks at 
reasonable prices.” His statement is confirmed by many observers 
and may be accepted as true. The statistical proofs offered by 
Mr. Gay and Mr. Aldrich cannot, however, be accepted as con- 
clusive. 

In his report for 1935-36 Mr. Gay stated that the average spread 
between the bid and asked price was 28 cents per share on March 
15, 1935, When the turnover was somewhat more than a million, 
but 37 cents per share on March 13, 1936, when the turnover was 
slightly more than five hundred thousand. Mr. Gay regarded 
these figures as proof of the deterioration of the market. 

The spread between the bid and asked prices appears to be a 
good symptom for what might be called the continuity of the 
market, that is, the possibility of buying or selling a limited quan- 
tity of shares near the last price quoted. But as an indicator for 
the elasticity of the market—the possibility of buying or selling a 
considerable quantity of shares without unduly raising or depress- 
ing the price—the spread between the bid and asked prices is of 
doubtful value. The complaints about “thin” markets would stand 
on a weak basis if the spread between bid and asked prices were a 
reliable symptom. 
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In Table 1 are listed the number of shares sold and the aver- 
age spread between closing bid and asked prices for the 200 most 
active shares on five days in 1929-30 and five days in 1936-37. 
On two of these five days markets were bullish, on two days 
they were bearish and on one day markets were stable. 


TABLE II 
Average 
Spread 
Between 
Number Average Closing Average 
of Price Bid and = Spreadin 


Shares of Asked Prices Percentage 
Sold Share for 200 of Average 


(in (esti- Most Active Price of 

Date Market millions) mated) Shares Share 
June 25,1929 Bullish 2.9 73.1 0.466 0.64 
Aug.23,1929 Bullish 4.8 84.4 0.502 0.60 
May 14,1930 Stable 3.2 66.7 0.371 0. 56 
Oct. 29,1930 Bearish 1.7 47.5 0.484 1.02 
Nov. 7,1930 Bearish 3.4 43-8 0.479 1.09 
Oct. 27,1936 Bullish 1.3 43-7 0.298 0.68 
Nov. 4,1936 Bullish 3.3 45.0 0.269 0.60 
May 18, 1937 Stable 1.2 41.1 0.373 0.gI 
Oct. 4,1937 Bearish 0.6 35.2 ©. 393 1.12 
Oct. 15,1937 Bearish 2.5 30.6 0.317 1.04 


The turnover in general was higher in 1929-30 than in 1936- 
37. But except for the day with stable prices the average spread 
was always higher in the former period than in the latter. Now it 
may be objected that stock prices were higher in 1929-30 than they 
were in 1936-37 and therefore the average spread between bid 
and asked prices had to be higher. If the average spread is di- 
vided by the estimated average price of shares on each of these 
days, this relative spread will be found to have been about as high 
in 1929 and 1990 as it was in 1936 and 1937 on bullish and bear- 
ish days; only on the day when the market was stable was the 
relative spread considerably lower in 1930 than in 1937. The fig- 
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ures for the relative spread contain a certain bias in favor of the 
years 1929 and 1930. Since the spread can never become smaller 
than one eighth, regardless of how low the price of the stock may 
be, there will be a certain tendency of the relative spread to 
decline with rising prices and to increase with falling prices. If 
this factor is taken into consideration the broad and active mar- 
kets of the years 1929 and 1930 hardly show a better continuity 
than do the narrow markets in 1936 and 1937. 

Mr. Aldrich has applied a different statistical test for measuring 
the market’s elasticity. He selected 30 stocks and computed for 
12 days in 1930-31 and 12 days in 1936-37, and also for 4 days 
in 1933 and in 1937, all days when there was a decline in prices, 
the relation between volume of sales and net change in closing 
prices. His result was that a price decline of 1.per cent corre- 
sponded to a sales volume of 13,100 shares in 1930-31 but to a 
sales volume of 4,700 shares in 1936-37. Furthermore, while on 
July 31, 1933, there were 8,900 shares sold per 1 per cent price 
decline, on September 7, 1937, there were 2,100 shares sold per 
1 per cent price decline. These figures were “to illustrate the 
radical reduction in the volume of selling required to bring about 
a given price decline in the selected list of 30 stocks.” 

Mr. Aldrich’s method is not without merit but it is subject to 
dangerous distortions. On October 19, 1937, for instance, under 
the pressure of early selling the bottom dropped out of the mar- 
ket, that is, the market proved to be extremely inelastic. Later 
that day, however, the market recovered very rapidly, showing 
equal inelasticity on the upgrade, and closed even slightly above 
the closing prices of the previous day. According to Mr. Aldrich’s 
method, but in contrast to the facts, such a market with a very 
high turnover but relatively small change in closing prices would 
appear to be exceptionally elastic. 

Although the statistical tests used in proving the inelasticity of 
recent stock markets appear to be objectionable, they do not give 
evidence that the complaint is unfounded. The concurrent opin- 
ion of many expert observers may be accepted as true. 
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II 


Even if it is acknowledged that the stock market has become less 
elastic than it was in former periods and if it is conceded that 
lack of elasticity is a deficiency, it cannot be concluded that an 
elastic market is necessarily a better market than an inelastic 
market. Elasticity is only one of the qualities which a good 
market ought to possess. Steadiness, for instance, is another qual- 
ity of a good market and it may well be that an elastic market 
is less steady than an inelastic market. 

While the trader and the big investor—not least the investment 
trusts—are more concerned about an elastic market, steadiness 
will be of predominant importance to the small investor. To 
such an investor, whose actions are not determined by the stock 
quotations running over the ticker, it means an unwelcome risk 
when the price of the stock which he wishes to buy or to sell 
fluctuates sharply so that he runs the risk of paying too much or 
receiving too little in comparison with the value of his stock. 
He does not care for the chance of making a bargain by acci- 
dentally buying cheaper or selling dearer than he expected, a 
chance which speculators and specialists are much more likely to 
catch than he is. 

The presumption that an active market is steadier than a nar- 
row market is not upheld by statistical evidence. In the bear 
market of 1937 the Dow-Jones industrial average declined be- 
tween August 14 and October 5, on 43 trading days, from 190 
to 144, or 24.2 per cent. This bear market may well be com- 
pared with the decline between September 10, 1930, and October 
31, 1930, when again on 43 trading days the Dow-Jones industrial 
average fell from 245 to 183, or 25.2 per cent. 

To measure the steadiness of the market two tests may be 
applied. The first test consists in summing up the changes be- 
tween the closing prices of subsequent days and comparing this 
sum of all changes with the difference between the prices at the 
beginning and at the end of the whole period. The smaller the 
sum of the changes in relation to the difference between prices 
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at the beginning and at the end, the steadier the market. In the 
Dow-Jones industrial stocks mentioned above the sum of closing: 
price changes in the 1930 sequence was 167 points, or 2.7 times 
the price decline of 62 between the beginning and the end of the 
period; in 1937 the sum of closing-price changes was 98, or 2.1 
times the total price decline of 46. The volume of sales was more 
than 104 million shares, or about 2.5 million shares per trading 
day, in 1930 but only 45 million shares, or approximately 1.0 
million shares per trading day, in 1937. The narrow market in 
1937 has been steadier than the active market in 1930. 

Another test of market steadiness may be based on the size 


TABLE; III 
General Republic 
43 Trapinc Days IN 1930 Anaconda Motors Steel 
Closing bid price Sept. 10 48% 46 36 
Closing bid price Oct. 31 35 34% 19% 
Sum of changes in closing bid prices 40 3434 3854 
Price decline in entire period 13% 11% 16% 
Sum of closing-price changes divided by 
total price decline (in %) 296 297 215 
Average spread between daily high and 
low prices 1.58 1.37 1.40 
Average bid price 413% 40lg 27156 
Average daily spread in % of average bid 
price 3.78 3-42 5.01 
43 Trapinc Days IN 1937 
Closing bid price Aug.14 6134 60 39% 
Closing bid price Oct. 5 36 4554 21% 
Sum of changes in closing bid prices 5734 43% 46% 
Price decline in entire period 253% 1434 18% 
Sum of closing-price changes divided by 
total price decline (in %) 224 303 255 
Average spread between daily high and 
low prices ee 1.49 1.38 
Average bid price 48% 5236 30% 
Average daily spread in % of average bid 
price 3-52 2.82 4.51 








th 
$a) 
hi 
sO 
th 
bu 
19 


to 
ex 
re) 
stc 
mz 
wi 
do 
Sto 
pr: 
sw 
cli 
an 
of 








he 


eS 
he 
2.1 
re 
ng 
1.0 


ize 


slic 


oN oN 


S\ O 


CD O\ B\ OW’ 








THIN MARKETS 63 


of the fluctuations between the daily highs and lows. The smaller 
these fluctuations are in relation to the value of the stocks the 
steadier is the market. In 1930 the difference between the daily 
high and low averaged about $6.70, or 3.1 per cent of the average 
price of the Dow-Jones industrial stocks. In 1937 the difference 
between the daily high and low averaged $3.60, or 2.2 per cent 
of the Dow-Jones industrial average. This test too shows the 1937 
bear market to be steadier than the 1930 bear market. 

These two tests may be applied to three single issues which 
were market leaders in both 1930 and 1937. The results are pre- 
sented in Table m1. 

The relationship between the sum of closing-price changes and 
the total price decline appears to have been approximately the 
same in 1930 and in 1937. The fluctuations between the daily 
high and low prices, in relation to the average bid prices, were 
somewhat larger in 1930 than in 1937. The figures do not prove 
that the market in these issues was steadier in 1937 than in 1990, 
but they certainly do not prove that the market was steadier in 
1930 than in 1937. 


III 


These results fit badly with the supposed tendency of speculation 
to stabilize price fluctuations and guarantee a steady market. The 
experiences in the boom market of 1927 through 1929 also cast 
some doubt upon this alleged function of speculation in the 
stock market. When stock prices rose beyond any possible per- 
manent values in these years, brokers’ loans increased from some- 
what more than g billion dollars to somewhat less than g billion 
dollars. Moreover, during the minor fluctuations the volume of 
stock market loans receded with almost every decline of stock 
prices and increased with almost every resumption of the up- 
swing. When the market finally broke down, brokers’ loans de- 
clined from g billion dollars to about 500 million dollars in 1932, 
and again their volume followed for the most part the fluctuations 
of stock prices. When the market rose to its peak short interests 
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were very low, but when stock prices were cut in half, the short 
position was five times as large as at the peak of the boom. There 
are a few instances in which borrowing for speculation increased 
when stock prices declined or in which short engagements de- 
creased when the market went down. But the most spectacular 
of these instances does not testify to the prudence of speculators. 
The decline in stock prices in September 1929, which preceded 
the final break in October, was accompanied by the greatest in- 
crease of brokers’ loans ever experienced during a single month. 
So little was speculation aware of what was going to happen a 
short time later. 

The record of speculation was not very different in the earlier 
stages of the recovery period. The short-lived boom in the sum- 
mer of 1933 saw a rapid increase in brokers’ loans, while the 
recession was accompanied by lower borrowing. 

It is worth noting that since 1934 instances have become more 
frequent in which declining stock prices have gone with increas- 
ing brokers’ loans and rising markets with decreasing loans. When 
stock prices declined in April 1936 brokers’ loans rose; when stocks 
rose in May brokers’ loans declined. Loans declined slightly also 
in the summer and fall of 1936 when stocks went rapidly upward. 
Again in the spring of 1937 loans increased when stocks dipped 
and decreased when stocks rallied in July. Speculation has ap- 
parently done better in recent years in fulfilling its function of 
steadying the market than during the late twenties and the early 
thirties. 

When stock prices are rapidly rising or falling the belief is 
widespread that speculation fails to function properly. Such com- 
plaints are stronger when the market goes down than when it 


goes up. 

Is this judgment justified? If perfect foresight were possible, 
and if speculation were supposed to possess such perfect fore- 
sight, then indeed stock prices ought to fluctuate very little. Then 
every event has been foreseen by the speculators and has been 
discounted in advance. If the non-speculating public is fright- 
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ened by some event which comes as a surprise, and starts to sell, 
speculators should step in, buying on margin if their own funds 
are not sufficient, and sell again when the development has proved 
the fear of the public to have been unwarranted or exaggerated. 
Conversely, if favorable temporary developments are overrated 
by the general public, speculators should sell or go short until 
the illusion has been dissipated. 

Now perfect foresight is beyond human capacity, and security 
speculation at best will succeed only in an early recognition of 
major turns in business. If, however, such changes are recognized 
correctly, is it not to the credit of the speculators if prices are 
rapidly adjusted upward and downward corresponding to the 
changed business situation? Does it not testify to speculators’ 
intelligence when early in a recovery they bid up the prices of 
stocks to the level which will be justified in the prosperity? And 
is it not also to speculators’ credit when, not deceived by the 
surface appearance of good business, they start to sell, visualizing 
the oncoming recession or depression? 

Affirmative answers to such questions would meet with a seri- 
ous objection. May not the stock market’s action, as determined by 
the speculators’ anticipations, be in itself a major factor in de- 
termining business which it is its function to forecast? Won’t 
speculative selling depress stock prices so rapidly that confidence 
is shaken, so that with the enforced reduction of expenditures and 
the shrinking supply of capital, exactly that situation is created 
which the speculators claim to have forecast? Is it not, to use 
Chairman Douglas’s fine metaphor, a case of the seismograph mak- 
ing the earthquake instead of merely registering it? Or on the 
other hand, may not a rapid rise in stock prices facilitate the 
financing of industry and induce additional expenditures by 
speculators and stockholders, may not the feeling of confidence 
and hope which soars with rising stock prices create and accelerate 
the upswing? If the seismograph is rightly blamed for making the 
earthquake, must not the swallow be credited with making the 
summer? 
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To make matters still more complicated and puzzling, experience 
during the New Era boom suggests that the real danger of a boom 
nourished by excessive speculation is the reaction which is bound 
to follow it. Then, however, the slump, not warranted by basic 
economic conditions, may have the merit of preparing the ground 
for an early rally. There is some truth in the paradox that exces- 
sive pessimism is in itself a bullish factor. 

It is my belief that too much speculation is a far greater danger 
than too little, that the quieter moving of an economy with 
moderate speculation is more desirable than the sharper fluctua- 
tions of a highly speculative economy. But when we blame the 
depressions on speculation we also should credit speculation with 
the booms, and when we blame speculation for excessive booms 
we also ought to acknowledge the productive function of exag- 
gerated slumps. 

One might be inclined to say after the sharp decline of stock 
prices in 1937 that apparently the restrictions placed on specula- 
tion have, without abolishing the danger of precipitous recessions, 
deprived the United States of the advantages which active specula- 
tion furnishes for the financing of business in the upswing. When 
the capital market needed speculative support in the summer of 
1937 restrictions on margin buying kept such support within nar- 
row limits. When the stock market broke, the small volume of 
speculative positions did not prevent the break from becoming 
extremely severe. It appears to be very likely however, that, other 
conditions being as they were, a greater volume of speculation on 
wider margins would have made for an even sharper decline of 
stock prices and would have seriously impaired financial stability. 
Although restrictions on margin buying made the markets “thin,” 
at least they protected the economy from a severe decline. 


IV 


The restrictions on margin buying were only one of a number of 
causes on which the responsibility for “thin” markets was placed. 
Several other limitations of stock trading established by the Secur- 
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ities and Exchange Act of 1934 have frequently been mentioned as 
restricting transactions and contributing to the sharp decline 
last fall. 

It has been argued that the check on stock manipulations has 
deterred people from making purchases. Although it may well be 
that at times it has become difficult for security traders to decide 
whether a contemplated action would be lawful or not according 
to the rules laid down by the Securities and Exchange Commission, 
this can scarcely have been a major factor in reducing lawful 
transactions. 

Likewise the requirement of publicity on insider transactions 
was hardly of great influence in restricting transactions which 
would otherwise have been made. The list of insider transactions 
which is released monthly by the Securities and Exchange Commis- 
sion is often impressively long. 

The regulation which gives stockholders the right to institute a 
lawsuit, by which an officer or director of a corporation may be 
compelled to transfer to the corporation any profits derived from 
a short-term speculation in the stock of his corporation, is likely 
to have prevented some buying by which the price of certain 
stocks might have been better supported in a bearish market. This 
regulation, however, does not prevent anyone from buying the 
stock of other corporations than his own, the situation of which 
may be known to him by an exchange of information or simply 
by inference from his own corporation’s status. 

Much more important than the restrictions on trading appear 
to be the changes in the tax laws, which have not only inhibited 
speculative transactions but have also greatly diminished the sup- 
ply of capital available for the purchase of corporate securities. 
Among the taxes which reduce the turnover in stocks, the capital 
gains tax ranks first. Income and estate tax rates reduce the supply 
of capital; on the other hand, the undistributed profits tax tends 
to raise capital demand.? 


*Cf. Gerhard Colm and Fritz Lehmann, Economic Consequences of Recent Amer- 
ican Tax Policy, Supplement 1 to Social Research (New York 1938). 
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The capital gains tax induces the owner of stocks which show 
considerable appreciation to keep these stocks and not to sell them, 
the more so the higher his income and his commitment and the 
shorter the period during which he has owned the stock. If, for 
instance, an investor had bought 100,000 shares of Baldwin Loco- 
motive in 1935 at 3, and wanted to sell when the price rose to 11 
in 1936, he would have had to pay around 70 per cent on his capi- 
tal gain, or $560,000. Therefore as long as he believed the true 
value of the stock to be more than 6 it would not have paid him 
to sell, unless he saw a chance of investing the money in some 
other promising situation. As a result, this capital remained tied up 
and the price for Baldwin stock, which he might have believed to 
be too high, remained uncorrected by this stockholder’s action. If 
in a declining market, however, such a stockholder had a chance 
to realize losses which he could use to offset his capital gain, he 
would no longer hesitate to sell his Baldwin stock, even if he now 
could obtain no more than say $8.00 per share. Thus the capital 
gains tax reduces the floating supply of shares in a bull market and 
increases the floating supply in a bear market. Thereby it tends to 
accentuate fluctuations. 

The capital gains tax has furthermore a tendency to prevent 
wealthy people from investing in stocks or other risk-bearing assets, 
and to induce them to exchange these investments for less specula- 
tive ones. When the government takes the lion’s share of one’s 
profits, but refuses to share in one’s losses, the incentive to specu- 
late becomes very small. 

The high income tax rates, strengthened in their effectiveness by 
the undistributed profits tax and the tax loophole law, have a 
similar effect, inducing wealthy people to shift from stocks to tax- 
exempt securities. If the greater part of dividends is taken away 
by the government, tax-exempt bonds, in spite of their lower in- 
terest yield, become a far more profitable investment. This does 
not mean that all these stocks are simultaneously offered for sale. 
Stockholders had no reason to shift as long as their stocks, under 
the impact of the depression, paid no dividends and sold at a very 
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low level. After stock prices had risen and the undistributed profits 
tax did its share in enforcing large dividend payments, the incen- 
tive to shift increased. The fall of government bonds in the spring 
of 1937 made the purchase of these bonds still more profitable, and 
the tax loophole law of the summer of 1937 drove to tax-exempt 
securities all those who so far had used other devices to escape the 
high tax rates. But the capital gains tax retarded the shift some- 
what by making it costly to sell stocks not yet owned for a long 
period. Therefore the inherent weakness of the market, caused by 
the tendency of the wealthy to sell their stocks, remained hidden 
for some time, and the market could rise substantially, especially 
since several hundred million dollars of foreign funds came to sup- 
port it. Finally, however, after foreign buying had subsided, the 
market’s weakness was bound to become apparent, causing a break 
that may have exceeded the decline called for by the recession in 
business. 








WHO PAYS FOR GERMAN 
ARMAMENT? 


BY EMIL LEDERER 


— is nO economic miracle in the Germany of today. There 
is no wizard who uses unknown tricks of financing or of creating 
capital to produce the airplanes, gasproof dugouts, fortresses, bat- 
tleships, barracks, tanks, immense stores of ammunition and all the 
other paraphernalia of a modern war. Those who appear to be 
wizards are only doing on a large scale, with the help of a powerful 
and efficient bureaucracy, what despots have always done—use the 
labor of the nation as the source of expenditures. 

German armament has been financed almost entirely by a sys- 
tematic and far-reaching exploitation of the workers, and to this 
extent it is “sound.” It is a plain and very simple fact that the 
German workers foot the bill; the extent of their contribution can 
be estimated in part from official statistics, though they do not tell 
the whole story. 

To the extent that the costs of armament cannot be covered by 
the difference between the wages actually paid and the “econom- 
ically justified wages” or the “marginal efficiency wages,” fiat 
money is used for financing; but the extent of this financing by 
fiat money is overestimated and, for certain reasons to be consid- 
ered presently, it has not yet resulted in inflation. It is not arm- 
ament but the second four-year plan, the logical consequence of 
armament and of the idea of “total war,” which causes an immi- 
nent danger of inflation. 


I 


When the National Socialists came into power the level of wages 
was very low. Taking the hourly wages of skilled workers as an 
index, money wages had decreased by 20 per cent since the peak 
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in 1929, in many branches probably more, since the wages agreed 
on in collective bargaining were not really paid. But assuming 20 
per cent as the minimum of reduction in money wages, an increase 
with growing employment could have been expected; this level 
has continued, however, up to the present time. The latest report 
of the Reichskreditgesellschaft! gives .78 mark as the hourly wage 
for skilled male workers, which is less than the average hourly wage 
of the same category even in 1932 (.82 mark). In 1928 the aggre- 
gate income of workers and employees (government employees 
included) was 46 billion marks;? and in 1936, with about the 
same number of persons employed, it was 35 billion. 

This low level of wages has persisted in spite of a spectacular 
increase in total production. It is conspicuous if we compare the 
change in total industrial output and the change in aggregate 
labor income: taking 1928 as 100, industrial production rose from 
54 in 1932 to 107.8 in 1936 and 109.6 during the first quarter of 
1937, an increase of 100 per cent; labor income, however (again 
including employees) , rose only 34.6 per cent—from 26 to 35 
billion.® 

Money wages, of course, reveal nothing about real wages; only 
the changes in the costs of living can tell whether real wages also 
declined. The statistics of living costs in Germany are puzzling, 
however; these are the data: 

*Deutschlands wirtschaftliche Entwicklung im ersten Halbjahr 1937, published 
by the Reichskreditgesellschaft (Berlin 1937) p. 35; this work is hereafter referred to 
as Report. 

*Cf. Deutsche Wirtschaftskunde, published by Statistisches Reichsamt (Berlin 
1930) p. 329; Wirtschaft und Statistik (second issue for September 1937); Report, 
P- 35: 

*The aggregate number of hours worked in industry increased from 1932 to 1936 
by 80 per cent, and in April 1937 was 100 per cent greater; this corresponds to the 
change in total output. But total aggregate wages (workers only) increased from 
1932 to 1936 by only 54 per cent (Report, pp. 32 and 35). These figures indicate a 
decline of wages per hour and perhaps also a different composition of the workers 
employed: relatively more skilled workers in 1932 than in subsequent years and rela- 
tively fewer after that year. The chart on page 34 of the Report shows clearly a 
close parallel of employment and aggregate income of labor (employees included) , 


while at the same time the daily average of hours of work increased by 15 per cent; 
this would imply a reduction of wages by roughly 15 per cent since 1932. 
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in 1929, in many branches probably more, since the wages agreed 
on in collective bargaining were not really paid. But assuming 20 
per cent as the minimum of reduction in money wages, an increase 
with growing employment could have been expected; this level 
has continued, however, up to the present time. The latest report 
of the Reichskreditgesellschaft! gives .78 mark as the hourly wage 
for skilled male workers, which is less than the average hourly wage 
of the same category even in 1932 (.82 mark). In 1928 the aggre- ~ 
gate income of workers and employees (government employees 
included) was 46 billion marks;? and in 1936, with about the 
same number of persons employed, it was 35, billion. 

This low level of wages has persisted in spite of a spectacular 
increase in total production. It is conspicuous if we compare the 
change in total industrial output and the change in aggregate 
labor income: taking 1928 as 100, industrial production rose from 
54 in 1932 to 107.8 in 1936 and 109.6 during the first quarter of 
1937, an increase of 100 per cent; labor income, however (again 
including employees) , rose only 34.6 per cent—from 26 to 35 
billion.’ 

Money wages, of course, reveal nothing about real wages; only 
the changes in the costs of living can tell whether real wages also 
declined. The statistics of living costs in Germany are puzzling, 
however; these are the data: 

*Deutschlands wirtschaftliche Entwicklung im ersten Halbjahr 1937, published 
by the Reichskreditgesellschaft (Berlin 1937) p. 35; this work is hereafter referred to 
as Report. 

*Cf. Deutsche Wirtschaftskunde, published by Statistisches Reichsamt (Berlin 
1930) p. 329; Wirtschaft und Statistik (second issue for September 1937); Report, 
P- 35- 

*The aggregate number of hours worked in industry increased from 1932 to 1936 
by 80 per cent, and in April 1937 was 100 per cent greater; this corresponds to the 
change in total output. But total aggregate wages (workers only) increased from 
1932 to 1936 by only 54 per cent (Report, pp. 32 and 35). These figures indicate a 
decline of wages per hour and perhaps also a different composition of the workers 
employed: relatively more skilled workers in 1932 than in subsequent years and rela- 
tively fewer after that year. The chart on page 34 of the Report shows clearly a 
close parallel of employment and aggregate income of labor (employees included) , 


while at the same time the daily average of hours of work increased by 15 per cent; 
this would imply a reduction of wages by roughly 15 per cent since 1932. 
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Index of Aggregate 
Money Income of 
Workers and Em- 
Cost of Living Wages per Hour ployees 
(1923 = 100) (1929 = 100) (in pfennigs) (7929 = 100) 

1929 154 100.0 IOI.0 100 

1932 121 78.5 82.0 54 

1933 118 76.0 

1936 124 80.5 78.3 76 


It would seem that real wages per hour remained almost equal 
(the figures above would indicate that they increased from 1929 
to 1932 by about 4 per cent and declined from 1932 to 1936 by 
about 7 per cent, making a total decrease of only 2.5 per cent in 
real wages per hour) , and that the aggregate real income of labor, 
after having reached a low in 1932, also recovered in 1936 to within 
about 3 per cent of its high level of 1929. Thus, since the daily 
hours of work and the number of persons employed was about the 
same in 1936 as in 1929, the average real income per capita of the 
working population seems to have practically recovered its level 
of 1929—the peak of the last boom, which raised the real income 
of workers to the highest level ever reached. 

Since this recovery is extremely unlikely it is necessary to exam- 
ine the cost-of-living statistics more closely; in doing so they will 
be found to contain several invalidating weaknesses. In the first 
place, the fixed prices of commodities are used as the basis of the 
index, though for certain commodities the prices paid in shops 
were higher. This is due to the fact that the tradesman could not 
exist on the legally fixed prices, which remained unchanged even 
when agricultural prices and prices of imported commodities in- 
creased so far that retail trade margins were drastically curtailed. 
Second, deterioration in quality was not considered in the index 
but it is very prevalent. It is greatly evident in such goods as tex- 


tiles and shoes; it cannot be measured in terms of money, though 
the consumers may be able to estimate it. Also in foodstuffs qual- 
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ity is much reduced. Private reports estimate that the standard 
of nutrition throughout the country decreased by 20 per cent.* 

It is true that per capita statistics of consumption show that con- 
sumption in 1936 was approximately the same as in 1929, but this 
of course gives no indication of the comparative quality of the 
goods consumed. Moreover, these consumption statistics do not 
reveal how much of production is consumed by the army or to 
what extent food is canned and preserved for times of war.? If the 
per capita consumption were actually the same—the consump- 
tion of meat is given as 50.8 kilograms in 1936, compared with 
51.6 in 1929, of butter 7.6, compared with the same amount in 
1929, of margarine 6.6, compared with 7 in 1929, and so on for 
almost all varieties of food except eggs—it would be inexplicable 
why rationing and price fixing were necessary. On the basis of the 
statistics the only explanation would be that the population began 
to desire much more food than at the peak of the boom, and that 
it had to be rationed in order to be protected against itself, against 
its own bidding up of prices. Actually the only possible conclusion 
is that the quantity consumed was smaller (partly directed to the 
canning industry), that the quality was poorer and that prices, 
especially because of competition from the wealthier groups of the 
population, were higher than shown in the statistics.® 

Therefore the real income of labor must have been in 1936 
considerably below the 1929 level. At the end of 1936 the popula- 
tion was about 2.5 million, or 4 per cent, greater than in 1929; the 
aggregate real income of labor was only about 3 per cent lower, 
according to the official data, and the efficiency of labor was cer- 


*“Germany, The Result of Four Years of National Socialism” in the Banker (Feb- 
Tuary 1937) p. 143. The opinion that the reduction in the standard of nutrition has 
been most marked in the upper classes sounds highly improbable—unless the lower 
middle classes are included in those “upper classes.” 

*Compare the data for volume of retail trade in Vaso Trivanovitch, Economic De- 
velopment of Germany under National Socialism, National Industrial Conference 
Board Studies no. 236 (New York 1937) p. 46. 

* This conclusion helps also to explain why it was that with full employment al- 
most reached, 10.7 million persons, or 16 per cent of the population, were still sup- 
ported by “winter help” (Wirtschaft und Statistik, first issue for September 1937) . 
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tainly not below the 1929 level; if we assume, very conservatively, 
that the price level in 1936 Was 12 to 15 per cent higher (partly 
higher prices, partly lower quality, reflected in a shorter lifetime 
of the goods) we arrive at a reduction of at least 20 per cent in the 
average standard of living. The following argument is based on 
this estimate. 

Let us compare these figures with those for Great Britain.! 
Money wages in Great Britain are more stable than in any other 
country. According to the Ministry of Labour index, taking 1929 
as 100, money wages returned to this level by 1936, after having 
dropped to 95 during the years of the depression.? The ministry's 
cost of living index (1929 = 100) stood at go for 1936 (1937 showed 
an increase to 94.5 with increases in wages). Thus the worker's 
real wage increased by about 10 per cent from 1929 to 1936, while 
the aggregate real wage increased by 12 to 13 per cent from 1929 
to 1935 (the latest date for which figures are available) . Produc- 
tion too increased accordingly from 1929 to 1936—by about 16 
per cent, which is slightly more than in Germany.® We see there- 
fore in Great Britain the usual increase in both real wages and 
aggregate wages from one period of prosperity to another. 

Thus while in Germany real wages are admittedly 2.5 per cent, 
and probably actually 20 per cent lower than in 1929, in Great 
Britain they are about 10 per cent higher than in 1929; taking 
British wages as a standard—since production has grown at about 
the same pace in both countries— German real wages are therefore 
at least 12.5 per cent and perhaps as much as go per cent lower 
than might reasonably be expected. Even if the natural resources 
of Great Britain were greater than those of Germany—which is 
hardly the case—this argument would stand, as it compares the 


1 Data taken from the Economist, Trade Supplement (September 25, 1937) . 

#1929 was a year with considerable unemployment which had become chronic. 
But 1925 is supposed to be a very good year for Great Britain; wages were then, 
however, only 1437 million pounds, as against 1486 million in 1929; they dropped 
to 1366 and 1333 million respectively in 1931 and 1932 (Colin Clark, National In- 
come and Outlay, London 1937, p. 94, Table 39) . 

* Report, p. 8. 
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movement of real wages in Germany and Great Britain only under 
the conditions of a rapid recovery. The conclusion which must be 
drawn from this comparison is that real wages in Germany would 
be at least 10 per cent, probably 20 per cent, and possibly 30 per 
cent higher than they are if the influence of increasing demand 
for labor had not been deliberately checked. 


II 


The low wage level, with labor efficiency per capita certainly not 
declining but rather increasing, gave the Nazi government tre- 
mendous opportunities. If the National Socialists had come to 
power while a high wage level prevailed they could not have re- 
duced it; in their determination to build up a huge army they 
would have been driven on the path of inflation, reducing real 
wages by reducing the purchasing power of money. But the low 
wage level, coupled with increasing production, made it possible 
for the government to canalize the entrepreneurs’ “savings” in 
wages in such a way that the lower standard of living could be 
converted into a larger state revenue. This end has been achieved 
in three ways: by increased tax revenues, made possible by higher 
profits; by reduction of the direct costs of armament; and by a 
reduced demand for private capital, as a result of lower consump- 
tion. This transformation of workers’ and employees’ income into 
government income, without a setback in total demand on the 
market, has allowed an increase of public expenditures by far more 
than 100 per cent within a few years without any serious dis- 
turbances. 

In the four years from 1933 to 1937 the sum of the annual in- 
creases in the tax receipts of the federal and state governments 
and of the municipalities was 10.3 billion marks, and in the same 
period 5.2 billion were saved in unemployment subsidies (com- 
pared with 1932), making a total increase of 15.5 billion in total 
revenue available in these four years. In the fiscal year 1936-37 the 
means at the disposal of the government were 7 billion higher 
than in 1932-33, or exactly 20 per cent of the labor income of 1936. 


—————————————— 
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The yields of taxation! were so much higher than in 1932-33 be- In 
cause of the increase in production and the consequent turnover su 
and profits of private business—profits which were not curtailed 
by increasing wages. The 15.5 billion increase in revenue probably m«¢ 
includes only one part of this saving in wages, though it is accord- pa 
ing to estimates” about half the total cost of German armament. Ba 
Incidentally the 7 billion surplus receipts for 1936-37 are, at par, dil 
350 million pounds, or almost as much (in one year) as the great su 
English armament loan of 400 million pounds, to be raised over eal 
a period of five years.’ ) 
It would have been quite impossible to have a quickly growing wo 
industrial production if labor’s share of income rapidly declined; am 
very soon, with profits turned into investments and resulting in a the 
growing production of consumers’ goods, either wages would in- sate 
crease or prices would drop and eat into the profits. Therefore the inf 
necessary condition for the prosperity that occurred was additional 7 
purchasing power to buy that part of production which could io 
‘ ° ° . wa 
neither be invested nor consumed in view of the low level of wages. * 
€ 
These remarks are only a very rough sketch of the whole complicated process. the 
A more complete analysis of the changes in tax receipts would show how far the in- h 
creasing revenue is due to heavier taxation of profit (corporation taxes and income bad 
taxes) and how far to increasing consumption and consequently to higher receipts —t 
of indirect taxes. It may be mentioned that the total revenue of the federal govern- wa 
ment in 1936-37 was higher even than in 1929-30; taking 1932-33 as 100 the income 
tax receipts were 291 in 1936-37, corporation taxes 989, wage taxes 206, while indirect hac 
taxes were 151. It thus seems, especially in view of the increased receipts from por 
corporation taxes, that direct taxation plays a very great part. 

I have not taken into account the deductions from wages for social insurance, the pot 
labor front and “voluntary” contributions. Total deductions are assumed to be eig 
between 12 and 20 per cent of wages and salasies (Great Britain, Department of con 
Overseas Trade, Economic Conditions in Germany, report by E. C. D. Rawlins, 

London 1936, p. 230) , and in so far as they surpass the similar deductions before the 7 
present regime came into power they constitute an additional revenue of the govern- sery 
ment. The same holds true of the “voluntary” contributions of employers and the 

general public; it is very difficult to estimate this revenue, but it seems now to be ame 
declining. on) 
2 The Banker (February 1937) p. 114. hee 
*It may be mentioned that tax receipts during the first seven months of the cur- 

rent fiscal year (1937-38) are 1400 million marks, or 21 per cent, higher than those A 


of the corresponding period in 1936-37 (New York Times, December 3, 1937) - the: 
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In Germany public works—in this case armament—are the “con- 
sumers”’ of this part of industrial production which under a normal 
prosperity would go either into wages or into additional invest- 
ment for private industry. And the money necessary to buy this 
part of production—in the beginning advanced by the Central 
Bank— is obtained by additional taxes, representing exactly the 
difference between “normal” profits and the extra profits that re- 
sult from lower wages—extra profits which would not have been 
earned, however, without the large orders of the state. 

If the difference between wages actually paid and wages which 
would be paid in a free labor market is 20 per cent, and if wages 
and salaries are 50 per cent of the national income, 10 per cent of 
the national income is at the disposal of the state, and can be spent 
without any change in the price level and consequently without 
inflationary effects. 

It may be mentioned incidentally that another link in the de- 
velopment made possible by low wages and increasing revenues 
was a reorientation of Germany’s foreign trade; that meant—in 
the midst of depression, when exports could not be increased— 
the curtailment of imports of food. This restriction of imports— 
which coincided with the romantic and military idea of autarchy 
—together with the poor crops during the last few years, made low 
wages a necessity for the German economy, for if the workers had 
had more purchasing power they might have induced larger im- 
ports of food or else driven up prices. Thus armament, huge im- 
ports of raw materials, reduction of food imports, control of for- 
eign exchange, control of agriculture and low wages are a 
consistent system in which one nail drives another. 


The low wage level, in conjunction with compulsory labor 
service, has meant a certain reduction in the direct costs of arm- 
ament, for much work on armament (fortification, airfields and so 
on) can be done at nominal wages. This saving can not very well 
be estimated; it was probably greater in the first years of the regime. 

As far as the appearances of a capitalist system are kept (and 
they are kept in Germany except for conscript labor in the labor 
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camps) the costs of armament which are not met by tax receipts 
have to be met by borrowing or by fiat money. The extent to 
which the government has been able to borrow is considerable; it 
has converted into long-term debts 5.8 billion of short-term debts 
contracted for armament purposes.’ But opinions differ as to the 
short-term debts contracted since 1933 and still outstanding, and 
no official data are available. The estimates of this short-term debt 
vary from a low of g.5 billion? to a high of 16 billion.® 

The long-term debts floated since 1933, and probably a part of 
the short-term debts too, were investments of savings made by 
the public. What do these debts mean with regard to the process 
of production? 

As far as they were taken up by savings (private savings in sav- 
ings banks, deposits, reserves of the social insurance institutions) 5 
they exert no influence upon the price level; nor do they—if these 
savings would not have gone into private investments—constitute 
a reduction in the nation’s real wealth. To be sure, interest has to 
be paid on these debts, but such payments do not constitute a 
reduction of the national income because the taxes necessary to 
pay the interest are not spent by the state but are passed on to the 
owners of the debt; such a problem of redistribution may be very 
awkward from the political point of view, but it remains true that 
the interest paid on an internal debt does not constitute a drain 
upon the nation‘s income. 

If private investments have to be curtailed, however, in order 
to subscribe to the debt (if social insurance institutions, for ex- 


* Report, p. 53. 

* Trivanovitch, op. cit., p. 138; this figure includles about 2.5 billion issued for the 
states, municipalities, postal administration and railroads, but they too constitute 
armament expenditures to a great part. 

*“German Finances” in the Banker (February 1937) p. 118. 

* Aggregate savings, which could hardly be entirely invested in private enterprises, 
are estimated (Report, p. 51) at 2.2 billion marks for 1936 (saving banks, cooperative 
societies, social insurance, private insurance) . 

®It is estimated that in the future, after a reorganization of the social insurance 
system transferring contributions from unemployment insurance to invalidity and 
old age insurance, about 500 to 700 million marks each year will be available for 
investment in federal loans (Report, p. 52). 
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ample, buy bonds for financing armament instead of railway bonds 
or mortgages on houses) , real wealth cannot grow and the nation 
as a whole suffers a loss; this loss is inflicted the moment the money 
is spent and thus deflects purchasing power from investments. 

In this connection the importance of low wages must be stressed 
again. If consumption of the masses is kept down, fewer invest- 
ments will be necessary or even feasible. If in addition private in- 
vestments are controlled, misdirected investments, resulting from 
a mistaken estimate as to the development of consumers’ purchas- 
ing power, can be avoided. Thus the maintenance of a low level of 
wages makes capital available for armament (whether it be for- 
mally long-term or short-term capital) which with an increasing 
wage level would be drawn into private business. This point is in 
my opinion of great importance, though as far as I know it has 
never been elaborated. It explains why private investments are 
kept down to a comparatively low level. 

Thus the issues on the capital market have changed their char- 
acter entirely, as can be seen from the following data;? the total 


Public Loans of Private 


Loans Enterprises Stocks 
1927 and 1928 1377 475 2777 
1935 toApril1937 4749 252 760 


amount of private investment does not appear in these figures be- 
cause of the so-called “self-financing.” 

The low level of wages—the condition for a comparative stabil- 
ity of prices—keeps down the demand for private capital, while 
savings and profits continue to accrue as a result of the additional 
purchasing power which is poured into the market and which does 
not allow production to be limited by the demand on the private 
market. The smaller the share of consumption in a growing pro- 
duction, the more will investments for private industry shrink. 
Even the remaining investments in private industry, however, are 
not necessarily made for private consumption. The reason is that 


*Report, p. 48. 
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expenditures for armament flow to private firms; these orders are 
spread over the whole industry and do not show up in the statistics 
as production of armaments. Moreover, orders given by factories 
producing for the army are orders given by private firms to other 
private firms, not discernible from any other business. Therefore 
in the statistics of investment goods production the part of arm- 
aments cannot be ascertained, nor can it be said how much of 
consumers’ goods production is in fact for the army and navy. 

To put it in a scheme, if formerly production was 60 per cent 
for consumers’ goods and 40 per cent for producers’ goods, a 20 
per cent curtailment of consumption would mean a production of 
48 per cent for consumers’ goods and 32 per cent for producers’ 
goods for private industry, leaving 20 per cent of production at the 
disposal of the government. A part of this 20 per cent was appro- 
priated by taxation, and the rest by the process of financing which 
canalizes savings; the maintenance of the low level of wages and 
prices prevents this distribution of the national dividend from 
being frustrated by the “laws of the market.” The following sta- 
tistical data illustrate this change:* 


Investment Consumers’ Total 

(7928 = 100) Goods Goods Production 
1929 103.0 97.0 101.4 
1936 116.6 95.6 107.8 
1937 (to April) 129.4 99-5 118.5 


Even if we disregard the fact that part of the consumers’ goods is 
not produced for private consumption, it is obvious that the in- 
crease in production is due to public orders; public building, for 
instance, accounted for about 33 per cent in 1929 and for 63 per 
cent in 1936 of all building.” 

This restriction of the private sector of production and con- 
sumption has not only enabled the government to reduce the com- 
petitive demand for capital but it has also made the “natural rate 


1 Report, p. 15. 
*Ibid., pp. 15, 16. 
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of interest” low, as is seen by the introduction of a fiat interest rate 
on mortgage bonds which in an overnight conversion reduced in- 
terest from 6 to 4.5 per cent (January 24, 1935) ,1 thus setting the 
standard also for government bond issues. This measure too could 
work only because the demand for capital was greatly reduced by 
the restriction in the growth of labor income. 

As long as the share of private consumption is kept down the 
public debt is largely that part of profits and savings which would 
be privately invested under “normal conditions’ —but there is 
no inflation, nor anything upsetting the economic equilibrium. 
And there is no reason why this process should not be continued 
indefinitely, as long as consumption can be kept down. To be sure, 
interest claims on this public debt are piling up; but it will be a 
long time before that can become a danger. With 7 billion addi- 
tional revenue at the disposal of the government above the depres- 
sion level, and with administrative expenditures not significantly 
increased, there is a tremendous leeway; 1 billion, at five per cent, 
can pay interest on 20 billion, and this payment too can be directed 
toward investment in public loans. Nor is the short-term character 
of the loans a danger, since with one stroke of the pen they can be 
transformed into long-term loans, with their quotation kept close 
to par. All these financial practices mean only that the part of the 
national dividend which is devoted to armaments is definitely spent 
and can never again become income (except small parts of the 
loans which may be disposed of in special cases under conditions 
of strict control) . 

This process, if kept within the boundaries here described, is in 
its economic character identical with public borrowing, which 
also diverts a part of the national capital from private investments. 
The difference is in size, and in the fact that it “confiscates” capi- 
tal which otherwise—under a normal development of wages— 
would circulate in the private market. But so far the process is not 
inflationary; that it has been interpreted as a “hidden inflation” 


1The Banker (February 1937) p. 154. 
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is due to the fact that analysis has been focused on the financial 
aspect instead of being based on the economic process of produc- 
tion. German scholars, also mistaken about the nature of this 
process, not seeing that the workers, employees and officials are 
day by day paying the bill, have proposed that these debts be 
periodically canceled. There does not seem any necessity, how- 
ever, for such a proposal—unless the process goes further—as it 
probably will. But this refers to the final stage of German govern- 
ment economics, with which I shall now deal very briefly. 


III 


I have already mentioned the idea of “total war,” which means 
transforming into a war machine the whole economic and social 
system, including education and any other institutions influencing 
the public mind. This idea has been given the widest interpreta- 
tion ever found in history. It includes autarchy in food, the second 
four-year plan, the rapid building up of industries providing pro- 
duction with all the necessary raw materials; this means an in- 
creased cultivation of fibres, such as flax and hemp, production of 
iron ore, even at costs much higher than elsewhere in the world, 
production of artificial rubber, wool, cotton, the creation of fodder 
from wood and so on. It is a gigantic program, surpassing any 
historical examples. The military authorities, having got hold of 
this plan, pursue it with pitiless logic. How great will be the capi- 
tal necessary to develop these schemes no one knows. But it seems 
that the industrial activity engaged in it is gaining momentum, 
and there may be a limit beyond which neither the low level of 
wages nor the reduced demand for private capital can set free 
sufficient economic resources for such large-scale projects. 

If then the military authorities, backed by the politically radical 
sections in the National Socialist Party, have their way, production 
for military purposes will encroach upon the already reduced 
sector for private production and consumption. And then the final 
result can easily be foreseen: prices will soar, there will be an 
irresistible demand for higher wages—and the government will 
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lose control, however strong its political machinery, however ruth- 
less its terrorism. 

Recent events in Germany point in this direction—cautious 
remarks in the press, the need for complete coordination leading 
to the resignation or dismissal of Dr. Schacht. He, who was always 
ready to restrict the population’s consumption and who probably 
conceived of the idea of basing military strength on a lower stand- 
ard of living, realized the danger of an expansion going beyond 
these limits. In the first years of National Socialism many econ- 
omists predicted inflation in Germany, even at a time when the 
government was merely laying its hands upon idle capital and 
labor; thus when the system functioned comparatively smoothly 
it was considered to be the work of a wizard. But there is no mys- 
tery in its functioning, nor will there be any mystery in its break- 
down. The decisive question now is how production can be kept 
within the limits of the given resources. Can we assume, however, ‘ 
that a government will acknowledge the “iron logic of the mar- — 
ket” which set out to establish an eternal empire on national will 
power? 


THE NATURE AND VARIOUS 
FORMS OF DEMOCRACY 


BY GERHARD LEIBHOLZ 


I 


Ix A democracy the people is sovereign, constituting the final and 
universal authority from which all other political power is derived. 
Hence in the typical formula of democratic constitutions it is laid 
down that “all political power is derived from the people.” The 
people is both the subject and the bearer of the constitution- 
making power and is the exclusive authority which either makes 
political decisions itself, or allows them to be made by subordinate 
authorities. The people which is sovereign in this sense is likewise 
free. This freedom, however, is not that of the individual but of 
the people as sovereign creator of all political reality. Hence in a 
democracy freedom has, primarily at least, a universal, collective 
character. 

The people which is sovereign in this sense is a political unity 
which is not identical with the sum of the individuals who consti- 
tute the community. On the other hand, the sovereign community 
of the people does not appear as a self-sufficient collective entity, 
conceivable as completely independent of the individual. Rather 
is it closely associated with the individuals who constitute it. Com- 
munity and individual are related to one another in a system of 
reciprocal influence, and cannot be thought of as independent of 
one another. The individual appears only as part of a whole, the 
community by which he is conditioned and to which he owes his 
existence. This whole, however, which incorporates at once pre- 
vious generations and potential future generations, appears in each 
of its members, because these are in their very nature involved 
with the higher being of the community. 

Sometimes, however, it is not the political unity of the people, 
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but the body of active, that is, enfranchised, citizens that is desig- 
nated in political literature as the bearer of sovereignty in a democ- 
racy. This is certainly an error. It is easy enough to resolve the 
concept of the people into its atoms, and to describe its unity as a 
fiction or a myth: in plebiscites, elections, etc., it is individuals 
only who act; even in the case of a direct democracy with a wide 
franchise the whole people is not active, and majority and minority 
can be distinguished. But the full reality of political life is not 
thereby grasped. It is the community which acts when the body of 
enfranchised citizens, or a representative authority, acts for the 
community within the limits of its competence. Only thus can the 
assumption be explained that international treaties confer rights 
or are binding, not only on the persons who negotiate them but on 
the community itself; or that elected chief magistrates represent 
the whole nation and not only the majority, or minority, that has 
elected them; or that wars are conducted by peoples and states as 
such, and not by individuals. 

From a more painstaking consideration of such facts there ap- 
pears the great and all-important problem of democracy, to be more 
closely examined below: how this unity is formed and, above all, 
how this common will arises, notwithstanding the fact that it is 
only particular individuals, in the case of direct democracy at best 
a majority of the citizens, who act for the community. 

In any case it is clear that we can speak of the rule of a people 
by itself only when, in principle, the citizens participate equally 
in forming the will of the state and its fundamental political deci- 
sions. Without equality of political rights for all citizens a political 
realization of the sovereignty of the people is not possible. In other 
words, the principle of equality is the immanent principle of every 
kind of democracy. What reinains problematical is the meaning of 
the expression “‘equality” in a democracy. 

Equality in a democracy presupposes a certain political homo- 
geneity. The actually established social-economic system is not de- 
cisive, since the social is not the substance of the political. Hence 
very different economic systems can be combined with political 
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democracy, giving it a different sociological character in each case: 
one may distinguish between capitalistic, peasant, and proletarian- 
socialistic democracy. When one examines the history of democ- 
racies one sees that the peoples have attached quite different con- 
ceptions to the term. Consider, for example, the democracy of the 
ancients, in which large sections of the population were excluded 
on social grounds from the body of active citizens; or the class- 
franchise and plural-voting of the recent past. These cannot be 
declared inconsistent with every kind of democracy but only with 
the modern conception of it. The political conception of equality 
is variable in content, its concrete forms being dependent on vary- 
ing conditions of space and time. 

The particular idea of equality incorporated in modern democ- 
racy is characterized by the fact that it seeks to involve all sections 
of the population in the shaping of the will of the state. But even 
in the most extreme form of democracy limits are set to equality. 
It is never possible for all subjects of the state to take part in the 
formation of the general will, for natural differences must always 
be taken into account, and certain sections of the population, such 
as certain age-groups, are excluded on practical grounds from the 
exercise of full citizen rights. 

Since ever-new democratic forms emerge in the process of his- 
torical development, all attempts to find an absolute, a priori defi- 
nition of the idea of democratic equality must fail. In particular, 
it is impossible to derive a definition of democracy from the rela- 
tive number of those who take part in the formation of the will of 
the state. Consideration of the idea of equality, and hence of 
democracy, must be based on a realistic and sociological study of 
democratic institutions. 

When such a method is adopted the most important element in 
the idea of equality in modern democracy is found to be the prin- 
ciple that the franchise shall not be made to depend on the indi- 
vidual citizen’s membership in a particular class or stratum of 
society. Thus the introduction of considerations of class, wealth or 


1Cf., for example, Aristotle, Rousseau, Bryce, Kelsen, Laun. 








se 
th 
se 


If 
er 


de 
de 
q’ 
sti 
fr 





—— ‘v 


- 








NATURE AND FORMS OF DEMOCRACY _ 87 


education into the definition of the right to active citizenship 
would be inimical to the modern form of democracy. But this 
would not be the case if, for example, women were excluded from 
the franchise on specific practical grounds that had nothing to do 
with social class, or if the right to vote were made dependent on a 
higher age limit than is now customary. 

The formal character of political equality in modern democracy 
appears most clearly in the system of proportional representation 
that has been introduced in many states. In contrast to the system 
of election by simple majority, proportional representation gives 
equal influence to each vote cast, that is, not merely equal nu- 
merical value, but equal effective value. But even here the prin- 
ciple is not unqualified. For limitations of equality derived from 
nature, or from the character of the proportional system itself, or 
based on compelling reasons of policy, may still be permitted. This 
observation is of importance with reference to the rules of election 
found in some states according to which the exercise of equal and 
universal voting rights under proportional representation may be 
subject to special conditions in the case of new parties, such as the 
depositing of a specified sum of money or the collection of a speci- 
fied number of electors’ signatures. 

If the freedom of the whole, the sovereignty of the people, is 
secured only when all citizens have equal shares in the forming of 
the will of the state, this implies that individual freedom must be 
secured in a democracy, that is, the individual’s political freedom, 
which presupposes also a very considerable degree of civil freedom. 
If the individual is not free to form his own political will, the sov- 
ereign common will of the people as a whole cannot develop. Such 
a domain of individual political freedom was also present in the 
democracy of the ancients. It is the oil with which every genuine 
democracy must be lubricated, and which appears as a “‘synthése 


d’individualisme et d’universalisme.”” Consequently a democratic 
state cannot organize itself in opposition to this individual political 
freedom without calling its own indispensable foundations in 
question. 
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When individual citizens share on equal terms in the formation 
of the will of the state, the result will always be that a majority 
and a minority face one another. Hence it is of the nature of 
democracy that the majority and not a minority should decide, at 
any rate in the department of constitutional power; for it is by 
recognition of the majority principle that the principle of popular 
sovereignty, and the largest possible amount of individual political 
freedom and equality, are secured. By this means the largest pos- 
sible number of individuals acquire the feeling and the conscious- 
ness of being subject only to their own will, in that they obey the 
constitutional law as the expression of the common will. In the 
abstract they have given their consent to this from the first, even 
though in their actual votes they may have supported a different 
law. 

The majority principle operates as psychologically binding in a 
democracy because the dissenting minority considers itself as 
belonging to the same political community as the majority. The 
opposition of majority and minority notwithstanding, agreement 
is present in a latent form with reference to the final result, the 
common will. The severity of the majority principle is further 
mitigated by the fact that majority and minority are not constant 
in their composition, but are fluctuating magnitudes, constituted 
now of this group and now of that, so that the individual citizen, 
belonging at one time to the decisive majority, belongs at another 
to the outvoted minority. 

Should such a bond of unity, spanning the opposing wills of 
majority and minority, not exist, and should the principle of 
political rotation fail to exercise its modifying influence, then the 
majority principle would no longer function as a method of unify- 
ing in cooperation the wills of the citizens, but would become a 
mere condition of the fact of rulership. For in that case nothing 
more stands behind the majority principle than the threat of force 
in case of active opposition. Thus it comes about that democratic 
majority rule so often appears to national minorities as a naked 
rule of force, because the political homogeneity of majority and 
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minority, presupposed in the majority principle, does not exist in 
this case. Similarly the rejection of political democracy, on the 
ground that it is a particular case of class rule and of capitalistic 
dictatorship, is based, by a theoretically consistent Marxism, on the 
argument that the fundamental presupposition of any genuine rule 
of the people—that the people in question is politically homo- 
geneous— is absent, as a result of the economic antagonism of 
classes. Hence the aim of Marxism is to establish a new homo- 
geneity and solidarity by abolishing the present class rule which it 
alleges to exist, and thus to allow the majority principle again to 
function politically. 

Thus a state may rightly be described as democratic when it ful- 
fils the following conditions: first, the people must be the supreme 
and universal authority in the community, the people must be 
sovereign; next, the people must be understood as a super-indi- 
vidual unity including many generations of men and women; 
finally, the common will, expressive of the constitutional power, 
must be formed, under conditions of political freedom, by all the 
citizens, enjoying equality of rights, by help of the majority prin- 
ciple. At the same time it must be maintained that the idea of 
equality in democracy is not an abstract, but a concrete, histori- 
cally conditioned idea, which today excludes every kind of social 
differentiation between citizens on grounds of property, education 
or caste. 

These firm presuppositions constitute the “bloc des idées in- 
contestables” which make democracy a genuine political form of 
the state. The specific democratic substance develops from these 
foundations, endowing democracy with its own sentiment and its 
own ethics, which have now to be described. 


II 


As history shows, there are many different concrete forms in which 
democracy can exist. Thus it is usual to distinguish direct radical 
equalitarian democracy from parliamentary representative democ- 
racy, and this again from parliamentary political-party mass 
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democracy. Parliamentary democracy can be combined with the 
parliamentary system of government (possibly in the form of a 
monarchy, as in present-day England) , or with a more or less pro- 
nounced presidential regime. In the latter combination democracy 
can assume the character of a pure presidential democracy, as in 
the United States, where the president is more powerful than the 
legislature; in combination with the parliamentary system de- 
mocracy can assume the character of a parliamentary-presidential 
republic. 

There may also, though usually on the borderline of democracy, 
be absolutist democracies, in forms which vary according as polit- 
ical power is in the hands of a popular assembly, a monarch, a 
president, a parliament, or some other leader. The Periclean 
democracy, for example, knew nothing of the modern bourgeois- 
social idea of freedom. In it man appeared only as “part of the 
whole, from which he could not in any way dissociate himself.” 
“Chez les anciens, l’individu souverain dans les affaires publiques 
est esclave dans tous ses rapports privés. Comme citoyen il décide 
de la paix et de la guerre: comme particulier il est circonscrit, ob- 
servé, reprimé dans tous ses mouvements.”? The democracy of 
Rousseau is also intolerant and absolutist, in that it hands over the 
individual completely to the community, refusing to recognize the 
bourgeois right to freedom; in this respect it sets itself in opposi- 
tion to the democracy of the French Revolution, which proclaimed 
and took under its protection the Rights of Man. Even Bonapart- 
ism, so far as it is supported by the people and so far as the latter 
has not resigned its sovereignty, can appear as democracy; and con- 
sequently a Caesar can function as incarnation and official repre- 
sentative of his people as a whole. 

In the same way it is possible to have absolutist and authori- 
tarian democracies which may bear a conservative, reactionary, 
collectivist or anti-constitutional character, according to the cir- 


Stahl, Friedrich J., Philosophie des Rechts (Tiibingen 1870) vol. 1, p. 44. 
*Constant de Rebecque, H. J., “De la liberté comparée 4 celle des modernes” 
in Cours de politique constitutionnelle (1861) vol. 2, pp. 539 ff. 
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cumstances. The one essential presupposition is that the people as 
a political unity retains its sovereignty, and that the majority of 
the active citizens can express their will in political freedom and 
equality. 

Even a dictatorship is not necessarily in unconditional and abso- 
lute contradiction to democracy, as is often supposed. When it is 
the will of the majority that the united power of the state should 
be directed against an active opponent, dictatorship can combine 
with democracy. A totalitarian democracy, supported by a majority 
of the people and seeking to permeate every department of life in 
accordance with a particular conception, will not be able to dis- 
pense with dictatorial methods for suppressing the dissenting mi- 
nority. In this sense, for instance, Marx and Engels conceived of 
the dictatorship of the proletariat as a dictatorship based on a 
majority of the population and directed to the complete destruc- 
tion of its opponents, the bourgeoisie. This conception is in 
marked contrast to that of Bryce, according to whom, in a people 
enjoying self-government, the majority would almost certainly be 
inspired by the wish to protect the individual in his traditional 
security of person and property. 

Even a dictatorship which is not democratic, that is, one not 
founded on the will of the majority, may be indirectly related to 
democracy. In the contemporary world dictatorship is not a final 
but only a transitional condition. The aim of every dictatorship, 
and especially of a modern one, must be to allow the dictatorship 
itself to appear dispensable in the future by pursuing an object 
beyond itself. The object of such minority-supported dictatorships 
today is usually the establishment of democracy, whether in its tra- 
ditional form in which it is combined with liberalism, or in that 
of a totalitarian democracy. The fascist dictatorship, for example, 
proposes to establish for the future a democratic, though anti- 
liberal state, totalitarian and authoritarian in form. Notwithstand- 
ing its differences of content, the object of bolshevism is similar: to 
establish a new community, the absolute democracy of a classless 
society which, in accordance with the Marxist conception, shall 
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eventually replace the capitalist dictatorship. Thus both fascism 
and bolshevism, in spite of their initial anti-democratic attitude, 
are, in their fundamental tendency as regards the future, demo- 
cratic in character. The possibility of such a connection between 
dictatorship and democracy shows that the former cannot always 
and without qualification be presented as the abolition and direct 
contrary of the latter. 

The historically most important combination into which democ- 
racy has entered hitherto is that with liberalism. But it is not the 
only possible one. In contradiction of the opinion, widespread in 
political literature, that democracy can be conceived only in com- 
bination with liberalism, we must insist that democracy and lib- , 
eralism can very well come into conflict with one another. Their 
traditional union has been historically conditioned, and arises 
from the fact that their common enemy, the absolute monarchy, 
had to be overthrown; it was in opposition to this form of govern- 
ment that modern democracy developed its liberal character. 
Moreover, not only has democracy entered into alliance with anti- 
liberal elements in the course of history, but liberalism also has 
come to terms with other forces. Thus, for example, in the nine- 
teenth century it allied itself with monarchy in the form of consti- 
tutional monarchy. 

In the last resort the possibility of democracy and liberalism fall- 
ing apart may be traced back to the difference in the fundamental 
values upon which each respectively is based. The fundamental 
value of liberalism, in contrast to that of democracy, refers not to 
the community but to the creative freedom of the individual en- 
dowed with reason. From this foundation liberalism originally 
developed its comprehensive metaphysical system and the belief 
that a rational solution could be arrived at in all departments of 
life through the free and untrammeled competition of individual 


opinions. 

How great an importance was attributed to the individual by 
classical liberalism appears with special clearness in the fact that 
the value of individual personality was originally thought of as 
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superior to that of the state, and unlimited. As such it entered into 
the first written constitutions, those of America and France, the 
sentences of which had the importance of dogmas for liberal 
democracy. In the United States this conception of the self-direct- 
ing and fundamentally unlimited extra-political personality was 
maintained far into the nineteenth century, as a result of the con- 
servative attitude of the Supreme Court. 

The tendency of liberal-individualist thought was to defend in- 
dividual freedom and property, so far as possible, against unjusti- 
fied interference; this was to be done by the introduction of a 
series of constitutional checks. Thus the theoretical purpose of the 
system of separation of powers was, by the introduction of a series 
of complicated organizational counterpoises, to construct a system 
of balances for the protection of the individual. It was for this rea- 
son that liberalism showed itself so effective within the framework 
of constitutional monarchy. The fact that a majority faced a num- 
ber of mutually counteracting authorities in the forming of the 
common will, provided in practice a sufficient security against 
the making of any arbitrary inroads on the sphere of individual 
freedom. 

Thus the system of separation of powers became also the organ- 
izational foundation of the constitutional state, the measures for 
the protection of which worked in the same direction, that of 
guarding the liberty and property of the individual. To these con- 
stitutional guarantees belonged the independence of the judiciary, 
the principle of the legality of the administration and the existence 
of an independent administrative jurisdiction before which the 
law-limited activity of administrative officials could subsequently 
be arraigned on grounds of law and justice. All these axioms and 
principles, which became criteria of the notion of constitutional 
government, assume that law and justice are in agreement. Wher- 
ever this conventional faith in the identity of law and justice, 
legality and legitimacy, was lacking or became problematical, the 
lawmaker was declared to be bound by the liberal ideas defined in 
concrete terms in the constitution. Thus the fundamental rights 
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asserted in the German Weimar Constitution of 1919 were pro- 
tected against the lawmaker; and these permanent limitations to 
the activity of the lawmaker were further secured by a judicial and 
a presidential right of revision. 

These political organizational checks, as well as the general ab- 
stract principles of parliamentary government, are not thought of 
as constituting a specific political constitutional form. And this 
applies to liberalism in general, so far as it is essentially individual- 
istic and not social in its original intention. From a political point 
of view the ‘““Weltanschauung” of liberalism is that of relativity, as 
appears in its inability to found a political metaphysic of its own. 
One result of this is the negative polemical attitude of liberalism 
toward the political and constitutional, its critical energy, which 
made it such a great political factor and which assures its perma- 
nent historical significance in political thought. 

In general, it can be said that liberalism finds its necessary limi- 
tation in the metaphysic of the prevailing form of the state on 
which it depends for support. On this presupposition we have a 
conception of political freedom which need no longer be identified 
with absolute license and arbitrary irresponsibility. Liberal polit- 
ical freedom presupposes a creative compromise between freedom 
and law as the extension of a moral obligation. It means in fact 
“the transference of the source of authority and law to the inner 
being of each man’s own mind.”? It has not been an accident that 
liberalism has developed only where a solid, well defined tradi- 
tional structure of political values was already present. Thus the 
liberal democratic consciousness first appears where individuals 
are accustomed to act in harmony in a world of democratic values. 
The “honnéte homme” of classical liberalism, guided by the prin- 
ciple of “vertu,” in a democracy as also under a monarchy is in 


duty bound to regulate his free activity in accordance with his own 
sense of obligation to the community. 

Liberal democracies receive their specific conservative character 
from the fact that the fundamental values of democracy, on which 
1 Ruggiero, Guido de, The History of European Liberalism (London 1927). 








lib 
pol 
fine 
ide 





~~ _ 


‘ —_— — 


. Ff 


i- 


s 


T 











NATURE AND FORMS OF DEMOCRACY = 95 


liberalism depends, are not open to discussion. This conservative 
political disposition, the elixir of life to this kind of democracy, 
finds expression, for example, in the libertarian-individualistic 
ideal on which the typical character of the political life of France 
depends. Similarly conservatism finds one of its firmest supports in 
England in the gentleman type, while the same conservative spirit 
expresses itself in the United States in a thoroughly orthodox faith 
in the constitution as protected by the Supreme Court. 

If, however, liberalism fails to maintain this unquestioning atti- 
tude as one of its presuppositions, if it calls in question the funda- 
mentals of the form of state on which it depends, then the ideal 
forces of the liberal state itself will be undermined. For not even a 
liberal state can continue to live indefinitely without these forces. 
Such a liberalism is, in the last resort, destructive of democracy. 
A democracy, thus degenerated, can be thrown completely out of 
gear by legal means and by its own methods without any formal 
revolution or insurrection. As a result of its fundamentally neutral 
attitude it is helpless, if it does not itself assume a dictatorial char- 
acter, in the face of anti-liberal and anti-parliamentary movements 
that refuse the obedience which is the unexpressed presupposition 
of democracy itself. 

It is a sign not only of the confusion of democracy with liberal- 
ism but also of the decline of democracy itself when, as has often 
happened, criticism, positivism and relativism are identified not 
only with the political principle of liberalism but with that of 
democracy also. Political relativism undermines the fundamental 
objective values, the myth and the substance of parliamentary 
democracy, and finally calls in question the presupposition on 
which the functioning capacity of parliamentary democracy is 
based, its social and political homogeneity. Relativism has as its 
consequence the disappearance of that organizational minimum of 
common political understanding which is essential to the function- 
ing of democracy. Parliamentary democracy thereby loses its orig- 
inal self-evidence, and is in danger of losing confidence in itself 
and all faith in its own political durability. 
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More than a decade ago Bryce complained that the enthusiasm 
for freedom, which for over a hundred years from the French Revo- 
lution had winged the hearts of men, had cooled. And even in 
France, the classical land of liberal democracy, this dethronement 
of the liberal parliamentary idea is recognized when men speak 
there of a crisis in democracy and discuss means of overcoming 
this crisis. 


III 


It can be said that there are two fundamentally different types of 
democracy: plebiscitary and representative. 

The term representative democracy must be applied where the 
general will of a sovereign people is formed by means of the polit- 
ical principle of representation. The authority of the representa- 
tive institutions can differ widely, according to the actual distribu- 
tion of fields of competence among the various representative 
authorities. The representative authorities may be parliamentary 
bodies, or committees, or even single persons. A number of repre- 
sentatives, as in the case of the typical parliamentary liberal repre- 
sentation, or a single representative, as in that of authoritarian 
representation, may exercise representative authority. 

From the days of Rousseau and of the fathers of the American 
constitution down to our own time, voices have not been lacking 
in political literature to proclaim plebiscitary democracy as the 
only true or genuine democracy, and consequently to refuse this 
designation to authoritative and to parliamentary democracy alike. 
There is truth in this only so far as representative democracy in its 
various forms is not radically equalitarian. In contrast to plebisci- 
tary democracy, certain aristocratic tendencies are latent in it. But 
there is no reason why representative democracy should not be 
recognized as a form of democracy if the above specified constitu- 
tional elements can be shown to be present in it, that is, in pat- 
ticular, if the people has not resigned its sovereignty, as it has, for 
example, in an absolute monarchy or in an autocratically ruled 


state. 





th 
fo. 
wl 
nc 
de 


in 


no 
tic 
th 
the 
re} 
the 


fre 
mu 
ite 
the 
eig 
be 

SOV 
oth 
bec 
Sax 
has 
Th 
rep 
hor 
the 


pri 
ind 








sm 
vo- 


nt 
ak 


of 


the 
lit- 
\ta- 
bu- 
ive 
ary 
yre- 
yre- 
ian 


can 
ing 
the 
his 


-1ts 
sci- 
But 


itu- 
yar- 
for 
led 








NATURE AND FORMS OF DEMOCRACY 97 


The effectiveness of the representative principle in forming 
political unity is seen preeminently in the fact that, with its help, 
the democratic community constantly renews itself as an association 
for the realization of a will. In other words, it is representation 
which makes possible the formation of a will in the community in 
non-plebiscitary democracies. Even beyond the boundaries of 
democracy proper, this is the most important principle of the 
modern state, whether monarchical, parliamentary or dictatorial 
in form. 

The representative principle is of vital importance, however, 
not only for the formation of a political will but also for the prac- 
tical integration of the state. It is on the basis of representation 
that the fundamental values are realized which continuously bind 
the community together into a concrete whole. Moreover, every 
representation is at the same time director of and sovereign over 
the personal units which it represents. 

While the representative must make his decisions in complete 
freedom, naturally he is not on this account sovereign in the com- 
munity. The sovereign enjoys a power of decision which is unlim- 
ited, while the representative can make his decisions only within 
the limits of competence concretely defined for him by the sover- 
eign. If it has often been denied that representative democracy can 
be recognized as a genuine form of democracy, the reason is that 
sovereignty and representation have been confused with one an- 
other, and that representatives have been described as sovereign, 
because of the extent of their power. Thus, for example, Anglo- 
Saxon theory has often declared parliament to be sovereign and 
has even developed a specific theory of parliamentary sovereignty. 
This theory is untenable, because under the classical parliamentary 
representative system the parliament has never, even in England, 
however extensive its power, displaced the people and made itself 
the bearer of creative sovereignty. 

In the various forms of plebiscitary democracy the representative 
principle plays no part in forming the common will. The single 
individual appears, in referendum or election, only as a political 
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being, a citizen, not as a representative, not as a member of parlia- 
ment according to the conception of the classical representative 
system. 

It is by help of the principle of identity that the common will 
comes into being in a plebiscitary democracy. This principle, 
which is free from all representative structural elements, is no 
other than the expression of the equality principle which, in 
plebiscitary democracy, unifies the wills of the citizens. The sov- 
ereign common will of the people is formed by the will of a multi- 
plicity of persons, expressed through elections or plebiscites, being 
considered, through a series of acts of identification, as equivalent 
to the common will. In the case of what is called direct democracy, 
for example, the will of the majority of the population is identified 
in popular consciousness with that of the active citizens, and that 
of a majority of the active citizens consequently with that of the 
community, which is different from the sum of the wills of the 
single individuals constituting it. 

The perception that plebiscitary and representative democracy 
are based structurally on different political principles, is of funda- 
mental importance for a proper appreciation in constitutional 
theory of the modern mass-democratic party-state. As is well 
known, this type has taken the place of the classical parliamentary 
liberal democracy laid down in the written constitutional law of 
many states. The freedom of the members has been lost in a more 
or less extensive dependence on the party organizations and 
groups, which exercise a decisive influence over the speeches and 
votes of the popular representatives, who often speak and vote in 
accordance with the instructions of the parties and their function- 
aries, directed by the leaders who control them. 

This party-state is a manifestation of direct democracy. Whether 
important political decisions are taken by the body of active citi- 
zens, or by representatives directly dependent on the electorate or 
on the party organizations, makes no essential difference. The de- 
pendence of the members on the party hierarchies still constitutes 
a possibility of the parliamentary body being influenced by the 
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active citizens. The interpolation of the centralized party as the 
mouthpiece of the organized people is unavoidable in the great 
mass democracies of today. It is only by this means that the masses 
can be combined into groups capable of political action. But also 
it is only logical that the parties, and the fractions dependent on 
them, should try to influence the state in accordance with the ideas 
of the active citizens combined in them, and should thereby take 
from the members the possibility of arriving at independent polit- 
ical decisions in the sense presupposed under representative democ- 
racy. Thus, in a collective entity of this structure, the parliament 
is transformed from the representative corporation which it was 
originally into a plebiscitary expedient. 

But if the modern party-state is only a species of direct democ- 
racy, it follows that it is the political principle of identity, funda- 
mental to this form of democracy, which leads to the formation of 
the common will. In order to develop itself into the common will 
the temporary party majority must, by a series of acts of identifica- 
tion, be accepted by the people as equivalent to the super-party 
will of all, to constitute the unity of the nation and of the state. 
But in this process of identification the nation as a whole is not 
represented either by the separate parties or by the temporary party 
majority. 

The plebiscitary character of mass democracy in the party-state 
can also be recognized in the various legally defined electoral sys- 
tems. In the majority system of representative democracy the act 
of electing is supposed to place the people in a position to author- 
ize, as representatives of the nation as a whole, political personali- 
ties who are independent of parties and therefore able to form 
the common will. What distinguishes the proportional represen- 
tation system is simply a more mathematically accurate calculation 
of the votes of the active citizens. In other words, it does not give 
a more representative character than the simple majority system 
in the representative parliamentary system, but performs only 
a Statistical function. The election leads, not to a surmounting 
of the differences of opinion in the people, as under the simple 








100. SOCIAL RESEARCH 


majority system, but to the publication of their relative numerical 
strengths. The election exhibits and measures the continued com- 
bination of the active citizens in parties, but is no longer a real 
election. Further, so far as the active citizens are not organized 
in parties, the election is a plebiscitary act which forces the citi- 
zens to decide in favor of one of the competing parties in accord- 
ance with the requirements of the party-state. 

In. accordance with these structural changes in democracy, 
parliament and electoral law, the type of political leader in the 
party mass democracy differs from that in a liberal representative 
democracy. The exponent of that general will which struggles to 
express itself in the party takes the place of tne free representative 
personality, a member of the intellectual aristocracy of the nation. 

Thus the usual schematic division into direct and indirect de- 
mocracy is in need of revision. According to that division the 
party-state is a form of indirect democracy. But in fact, as shown 
above, it is a democracy which is structurally related to direct 
democracy, and consequently should be treated systematically in 
constitutional theory under the latter category. 
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ON MANNHEIM’S “IDEOLOGY 
AND UTOPIA” 


‘Tes train of ideas going forcefully through this book? starts from a 
basic Marxist principle: our intellectual reactions to political reality 
are determined by the conditions and the interests of the group where 
we belong. Marx and Engels used this principle to discredit economic 
liberalism and romantic democracy. Professor Mannheim transforms 
it into a universal postulate on which he builds his sociology of knowl- 
edge. The process of political thinking, he assumes, gains measurable 
concreteness once it is conceived as conditioned by group interests. 
Our world is characterized by violent conflicts between opposite groups, 
each trying to break up the other’s very condition of existence. Political 
thinking is one of the most pointed and deadly weapons of political 
warfare, not a process which clarifies dissents and transfers them into a 
lofty plane of absolute reason. There is no such lofty plane, Mannheim 
believes, there is no evading this disrupted world of conflicting interests. 
Whatever harmonization can be reached is in a few competitive politi- 
cal parties where the group interests are at the same time embittered 
and displayed according to basic political trends. Political thinking had 
better admit its partisan nature and give up the pretense of reaching 
objective universal principles. This means that political thinking, 
even when it is coherent and neat as if it were scientific, cannot be 
reduced to a unitarian pattern, and that, when springing from actual 
group interests, the various schools of political thought are, each one 
in itself, adequate and irreproachable. 

From these assumptions Mannheim does not find rest in irrational- 
ism or skepticism. On the contrary, he derives from them hope for 
a new scientific approach to the problem of the relations between 
politics and the mind. His courage, his devotion both to the reality 
which he thinks he is discovering and to his vocation as scientific 
thinker, would alone attest the importance of his book. From the 
awareness of its being historically and socially conditioned, each school 
of political thinking can, in Mannheim’s opinion, learn to know its 
own limitations, and measure its span of validity and of usefulness. 
In this way theoretical disputes can be reduced to the cases where 
*Other comments on Karl Mannheim’s Ideology and Utopia will be published in 
a future issue of Social Research. 


*Mannheim, Karl. Ideology and Utopia, An Introduction to the Sociology of 
Knowledge. New York: Harcourt, Brace. 1936. 318 pp. $4. 
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fruitful results are possible because of the existence of some common 
assumptions. Most important of all, political thinking thrives in 
those phases of history when both the unity of society and the unity 
of thought are disrupted by hostile political forces. In such periods 
of crisis each political ideology, each school of thought, has its under- 
lying interests “unmasked.” Doctrines which pretend to be universal, 
if not eternal, show their bonds to the narrow set of circumstances 
and interests which give them a conditioned validity. This happens 
not only to political thinking but to every form of thinking, each 
theory clearly revealing its social origin and its political bent. In 
these periods every unconscious element is uncovered and has its true 
name spoken aloud. Obviously it is always the name of an interest. 
The social scientist living in that time is of course conditioned by 
the situation of the group where he belongs, but on the other hand 
he has at his disposal a bountiful crop of unique discoveries. He 
should register and analyze as quickly as possible the phenomena 
which are around him “unmasked,” because within a short time 
prejudice and fear, inspired by the general social need for greater 
security, may hide everything again, plaster up what has been un- 
masked, and brush roughly aside this most curious among Noah's 
children, the intellectual onlooker. 

Modern intellectuals are the object of Mannheim’s particular con- 
cern. On the one hand, he thinks, they are socially and historically 
conditioned, on the other hand they have what may be called a func- 
tional need of wholeness. This conflict can be fruitful if they control 
by awareness the forces that condition their thinking, and if they 
enlarge the outlook of the party or school to which they belong by 
perceiving the inner reasons and limitations of other parties and 
schools. If I understand correctly Mannheim’s position, the role of 
intellect is to constitute the Intelligence Service of organized political 
parties. The intellectuals need to have a passport released by a 
legitimate party, but they also have or should have a broad and some- 
how safe freedom of movement through the enemies’ territory. Among 
themselves, even when serving opposite interests, they have or should 
have a certain solidarity coming from the similarity of their function 
and from their scholarly breeding. Enlisted they are or they must be, 
but in some a-political centers, whether universities or coffee houses, 
they can at times enjoy a meeting of minds. Mannheim seems to 
hope that through mutual intellectual understanding the party war- 
fare may be moderated, and political intelligence used not only as a 
corrosive of masks but as a healer of wounds. 
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This description of politics and of intellectuals, if I am not mis- 
taken, “unmasks” the set of circumstances and the interests which 
condition Mannheim’s own position. His theory offers us a telling 
picture of pre-1933 Germany, or, more specifically, the picture of a 
vigorous social democratic thinker fulfilling bravely his vocation of 
thinking while the causes which were ruining the republic were 
active within his own intellectual system. Seen from this angle his 
book is a document of great and lasting value. But his theory, so 
successful in depicting the state of things in his nation, does not give 
us the instruments which might prove useful for the understanding of 
other political situations. I even doubt whether it could be to any 
extent applied to pre-fascist Italy, in spite of the similarities of the 
German and Italian courses of events. In Italy political parties had 
a rather poor ideological background, and intellectuals had little 
chance to do any “unmasking.” The connection between political 
party and world outlook is a typical German phenomenon which can- 
not be generalized. Thus Mannheim, with his doctrine of the absolute 
contingency of thought combined with careful generalizations, gives 
us at the same time an excusatio non petita and a standpoint from 
which it is profitable to look at his system. 

To quote from the book itself: “Every political point of view im- 
plies at the same time more than the mere affirmation or rejection of 
an indisputable set of facts. It implies as well a rather comprehensive 
Weltanschauung. The significance that political leaders attach to the 
latter is shown by the efforts of all parties to mould the thinking 
of the masses, not only from a party standpoint, but also from the 
point of view of a Weltanschauung. Political pedagogy signifies the 
transmission of a particular attitude towards the world which will 
permeate all aspects of life. Political education to-day signifies fur- 
ther a definite conception of history, a certain mode of interpreting 
events, and a tendency to seek a philosophical orientation in a definite 
manner” (p. 131). This was certainly true of Germany during the 
years of the republic. But it is at the same time difficult and useless 
to detect opposite comprehensive world outlooks within American 
party politics or within English or French politics, although France 
is perhaps the most political nation in the world. There is in these 
countries a great deal of politics, frequently too much of it. There 
is a continuous attempt by various organized groups to capture the 
passive support of the overwhelmingly a-political majority of the 
population. Rising generations and advancing social groups produce 
in their way, according to their interests and trends, their own image 
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of the state. They call this image a Party, and through their own 
Party the politically active citizens can view more distinctly their 
own interests and plans of actions. On the expectation of various 
outcomes they can stake their ambitions and to a large extent their 
lives. The conflict between factions within the party is the training 
for preparation to government leadership. The political party is the 
instrument through which the supreme institution, the state, is 
shaped anew, modified ‘or dissolved. In all this gambling and fight- 
ing there is little room for any Weltanschauung. In this emerging 
of individuals and groups from the social maze to a more and more 
discriminating institutional outlook there is little chance to reach a 
worldwide outlook. 

Politics is by nature quite fit to blend in itself the most disparate 
sentiments, interests and ideas. Yet I do not think that there is any 
blend so explosive as that of politics with a Weltanschauung, even if 
it be a liberal one. When political leaders mold the thinking of the 
masses according to a Weltanschauung they transform the political 
struggle into a religious war, and among the different religions, each 
one absolute in itself, there seems to be hardly any other choice 
than open warfare and the survival of the chosen. To link a political 
party to a “rather comprehensive Weltanschauung” is to introduce 
the concept of the “ethical party,” which is even more dangerous 
than the idea of the ethical state. It means conceiving the party as 
the final point in the process of coordination of wills, so that the 
party is installed in that sphere of sovereignty where, from the Ref- 
ormation on, the state has been built. About all this Mannheim is 
perfectly candid: “Political discussion possesses a character funda- 
mentally different from academic discussion. It seeks not only to be in 
the right but also to demolish the basis of its opponent’s social and 
intellectual existence” (p. 34). This represents a Hobbesian condition 
of political life. 

The political outlook has to be summed up and cleared by definite 
principles of political philosophy. Somebody has to analyze the various 
materials used by the politicians, to test whether they fit together, 
to find out why in some cases they should not logically fit together 
although they actually do. Somebody has to draw blueprints and 
plans as much as possible in advance of the demand, so that practical 
politicians may in any emergency have some pattern available. The 
political philosopher has to measure his own system on some uni- 
versal logical and ethical scale; but this he can do only if he is con- 
tinually aware that the world of politics is one of tentative actions 
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and tentative interpretations. When on the contrary the political 
philosopher attributes an outright universal value to any one political 
system or to all political systems, then he gives up his most difficult 
and necessary educational function and leaves it to chance. The func- 
tion of the political philosopher is to weigh political systems and at 
the same time to force on them the awareness of their contingent 
nature. Mannheim seems to follow the directly opposite procedure. 
He seems to conceive the measuring scale as always variable in its 
standards, whereas political systems, being based on group interests, 
possess the quality of endurance. Thus not only the purpose of political 
thinking is debased, but even the function of politics organized on a 
competitive basis, that is, democratic politics, is sapped at its roots. 

From the variety of political doctrines Mannheim deduces the 
plurality of intellectual worlds, and extends to the whole process of 
thinking the characteristics that he finds in political thinking, so that 
philosophy and science are dragged along with the conflicts of inter- 
ests. Given his premises, he could not have followed any different 
line; nor could he have reached a different conclusion, given the 
nature of German political parties trained by Bismarck to settle 
within themselves the world at large rather than the specific direction 
of the German nation. It is admirable how Mannheim, under the 
threat of the approaching national and cultural disaster, still seeks to 
find a place for the dignity of thinking. His intellectuals still strive 
for a more comprehensive outlook in which adversaries too may be 
understood: “The only thing that we can demand of politics as a 
science is that it see reality with the eyes of acting human beings, 
and that it teach men, in action, to understand even their opponents 
in the light of their actual motives and their position in the historical- 
social situation” (p. 146). Intellectual activity appears here to be a 
repetition in slow motion and against a somewhat larger background 
of the decisions that instincts and interests reach more quickly by mov- 
ing according to the tempo of life. Without keeping in mind the con- 
ditions under which the author wrote this book it would be hard to 
understand how Mannheim can reconcile his party sovereignty with 
the hope that organized interests may be patient enough to give a hear- 
ing to reason, or with his suggestion that parties must care for under- 
standing rather than for utterly destroying their enemies. There is 
here, if I am not mistaken, the last appeal to liberalism in an already 
hopelessly illiberal situation, the last attempt to save at any price 
something of the intellectual function. Much more important than 
the contradictions, which in some pages are glaring, this effort of 
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German reason that does not want to lose contact with a German 
political reality entirely gone out of hand gives to Mannheim’s book 
a unique character. 

From a mere theoretical viewpoint the greatest weakness of the 
book lies in its Marxist assumption thus interpreted. Mannheim re- 
forges for scientific purposes the old Marxian weapon which used to 
be so sharp against bourgeois ideologies. But in being used for scientific 
work, transformed into a dignified epistemological instrument, the 
Marxian weapon acquires a peculiar and almost magic power. It can 
accomplish a wholesale unmasking; but every unmasked group of 
interests becomes withered and isolated in its own Weltanschauung. 
A strange rigidity seems to seize every organized group of interests, 
cutting communication between them, suppressing all interchange or 
inner rhythm. At the summit of this desolate world stand in their 
aloofness a few of the most relevant world outlooks: like that of the 
conservative, of the liberal, of the socialist, of the fascist. From one 
to the other busy and harassed intellectuals make their errands. Yet 
the picture of this desolate world, tense in the expectation of its 
doom, has its own greatness. 

Seen in this light Ideology and Utopia is an extraordinary book, 
oppressive and haunting to a degree which is paralleled, to my knowl- 
edge, only by Sorel’s Reflections on Violence. Mannheim’s approach 
not only crystallizes but diminishes most of the theories that it takes 
under examination. The few general principles of sociology of knowl- 
edge put forth in the last part of the book may be useful only to 
determine the size of underdeveloped theories. There is here, as in 
Pareto, in Freud and in all attempts to uncover the unconscious, a 
definite tendency to focus attention on the abnormal and pathological 
side of life. And certainly on the basis of these principles it is possible 
to deal with ideologies and utopias better than with ideas and visions. 

The collapse that this book forebodes has already happened—five 
long years ago. We have to make the best of it. We need a few 
elementary certainties based on clear reason and on unequivocal moral 
decisions. This narcissism of thought, this system of converging mir- 
rors where forms vanish into dim lights, is too refined to be of real 
help in the work of reconstruction which is ahead of our generation. 
Yet this book deserves to take its place as a classic. It is splendid to 
have this message which German political reason flashed out just 
before it sank. Let us hope that no document like this will be written 
again in any country, at any time. 


Max ASCOLI 
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BORGESE, G. A. Goliath, The March of Fascism. New York: Viking. 
1937- 483 pp. $3. 


This is not only a great book but an act of intellectual liberation. 
Besides an enormous literature of propaganda, falsification or naive 
self-deception, committed by journalists, “scholars,” businessmen, 
tourists and sightseers, we have already had some half dozen books 
and a respectable number of articles which present the Italian situa- 
tion in an honest and reliable way. Among them the volumes and 
essays of Professor Salvemini are at the top. The work of Professor 
Borgese does not give much new factual information for our under- 
standing of the economic and political background of the Italian 
transformation. Yet one has the feeling that the Italian drama has for 
the first time become a living reality, a moving and terrifying human 
event of the first magnitude. Whereas the former literature on fascism, 
with few exceptions, was nothing but the fight between two dozen 
Marxist and counter-Marxist clichés, which were attached to facts 
and personalities according to the exigencies of the two hostile schools, 
there is in Borgese’s book the historical logic of the Italian nation 
from Dante, Cola di Rienzo, Machiavelli, the Risorgimento and the 
prewar generations to their frustrated victory and the advent of Mus- 
solini. We are impressed on every page of the fascinating volume 
both by a super-individual trend of spiritual forces and by the re- 
stricted, yet all-important role and responsibility of the individual 
actors. 

This is the reason why I call Borgese’s accomplishment an act of 
intellectual liberation. The suffocating atmosphere of a_ pseudo- 
naturalistic and mechanistic causality, so prevailing in the social and 
political literature of our day, gives way to a conception in which 
economic determination loses its almightiness. When the author says 
that “Fascism in its home land Italy had been a mere fact of the 
mind, a gratuitous perversion undetermined by any objective neces- 
sity of history,” and that “economic or other interests had vegetated 
at random on that disorder, parasitical outgrowths, rather than orig- 
inal causes of the ruin” (p. 355), he expresses not only his philoso- 
phical conception but the final conclusion of an investigation based 
on deep psychological insight and an artistic comprehension of human 
nature. And when he advocates a point of view more conformable 
to the intuition and synthesis of the great novelist who “knows how 
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to counterweigh determinism with freedom, environment with per- 
sonality, the economic struggle with the other urges of flesh and 
soul” (p. 171), he does not simply announce a new method, but in 
his own vibrating book he has proved its validity. 

His performance is liberating also from a practical point of view. 
It will show to all those who are not thoroughly blinded by their 
little dogmas the creative reality of thought and values. It will demon- 
strate how second-rank thinkers and artists by their immature gen- 
eralizations have polluted our whole moral and intellectual atmos- 
phere, opening the door wide for violence and servitude. With the 
moral yardstick of Plato and Mazzini, of Dante and Kant, he measures 
the leaders of the prewar generation (among them d’Annunzio, Sorel, 
Pareto, and the epigoni of Marx and Freud) with severe accuracy. 
Even the Hegelian aberrations of a really significant man, Benedetto 
Croce, are not ignored. 

Equipped with exceptional moral insight and artistic sensibility, 
Borgese seems to be the first man to give a real portrait of Mussolini, 
so obscured by servile adulation or bitter hatred. In culture insignifi- 
cant, in intellectual penetration mediocre, ‘as a writer and orator un- 
successful under a system of free competition, yet the Duce is a kind 
of great man in his physical energy and the ruthlessness of his anarch- 
istic will. He is a personification of the diabolic element in history 
which became incomprehensible both for the capitalistic routine and 
for the theorists of economic or sexual determinism. Borgese force- 
fully shows that the lack of understanding of this human type, es- 
pecially among Anglo Saxon pacifists, may easily become one of the 
major causes for the annihilation of our civilization. 

As an unimportant footnote to a highly admired work I would 
express some doubt as to whether the economic criticism of the author 
concerning Mazzini evaluates truly his final thought. Also, I feel the 
analysis of the popolari to be somewhat incomplete, and in the thrill- 
ing picture gallery of the book I miss a portrait of Don Luigi Sturzo. 


Oscar JAszI 
Oberlin College 


DE FRANCESCO, GRETE. Die Macht des Charlatans. Basel: Benno 
Schwabe. 1937. 258 pp. 9.50 fr. 


This is a delightful and very instructive book on an intriguing 
subject. It deals with the careers and practices of fraudulent alchem- 
ists who succeeded in fooling princes and magistrates, quacks who 
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offered quick relief to the distressed, and other members of a guild 
that Chereau has so aptly called “destillateurs des mensonges.” The 
study covers the period from the Renaissance to the end of the eigh- 
teenth century. There is no exaggeration in saying that even its 
method is charming. 

The life of a great many charlatans is related, with less emphasis 
on their character than on the historical circumstances of their suc- 
cess, the means of propaganda they applied to obtain it and the 
traits of their personality which impressed their victims. The series 
of miniature biographies includes the lives of Bragadino, who ex- 
ploited the financial straits of Venice, Leonard Thurneisser, a six- 
teenth century alchemist, Jean Salomon Tabarin, the German Doctor 
Eisenbarth, Cagliostro, Borri, the seventeenth century Cagliostro, Gott- 
fried Christoff Beireis, a contemporary of Goethe, and Michael Schiip- 
pach, a famous country doctor and quack living in the eighteenth 
century. 

The biographical material is supplemented by some 6g illustrations 
depicting the public scenery of charlatanism and quackery, the ap- 
pearance of famous imposters; there are also cartoons against char- 
latans and their windy exploits. Most of the illustrations are as rare 
as the author’s comments upon them are precious. Mrs. de Francesco 
presents her own psychological insights as though she had developed 
them merely from looking at the pictures. 

Apart from the biographical and illustrative material there is, 
finally, the material offered by articles in old dictionaries and mono- 
graphs on the subject. The results thus obtained are highly interest- 
ing, and not only from an historical point of view. When reading the 
book one seems to watch a queer masquerade in dishonor of present 
dictators, in which are represented their mannerisms and propaganda 
devices, the receptivity of their following, their skilful ruthlessness 
and their hidden insecurity. This is quite a literary achievement in 
view of the fact that the author does not deal with politics at all 
and carefully avoids making any allusions to the contemporary politi- 
cal scene. 

I consider it the greatest merit of the author that she does not 
account for the success of charlatans in terms of ignorance. The fol- 
lowers of the charlatan are primarily to be found in an urban environ- 
ment but they are by no means recruited from a specific class of society. 
He attracts the weak from all social ranks, the half-educated—who 
are no rarer on top of society than at the bottom—the distressed and 
the deranged personalities. Yet it appears from the book that there 
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are different social types of charlatans according to the social com- 
position of their following. 

The condition which inclines princes and members of parliament 
as well as the man in the street to fall for a charlatan is, most gen- 
erally expressed, metaphysical confusion, which leads to the expecta- 
tion of miraculous redemption from distress. The boldness of the 
exploiter has its counterpart in the insecurity of the exploited, and 
the disappointment of the victims, which is eventually inevitable, 
causes the constant insecurity of the charlatan himself. The life of 
many charlatans has been an “eternal flight,” their end, often execu- 
tion. It is this insecurity which, to my mind, not only increases the 
boldness of the charlatan but also constitutes the ultimate affinity 
between him and his prey. As long as his followers are not yet dis- 
illusioned they create the atmosphere in which trickeries prosper, 
and by producing the legends which increase the charlatan’s fame 
they become efficient agents of his propaganda. Thus it may perhaps 
be said that the public of the charlatan consists of passive charlatans. 
The material which the author has collected would in various ways 
support the statement that not only the victims but also the charlatans 
themselves are deranged personalities. 

Mrs. de Francesco shows that it is the belief in metamorphosis to 
which all charlatans appeal. The poor and the dispossessed hope that 
they will be rich, the sick long for health, the old hope for re- 
juvenescence. 

In the period of enlightenment the characteristics of charlatanry 
were considered to be fraud, or intentional deception of an ignorant 
following—a trait the charlatan shares with the mere juggler—avarice, 
contempt for his victims’ credulity, playing upon it with cheap stunts, 
intolerance and an ambivalent attitude toward science which is de: 
spised without hesitating to borrow its prestige. The author adds other 
traits to the picture. The charlatan has no sense of humor. He often 
appeals to fear, often combines straightforward boasting—especially 
regarding success among persons of high social standing —with fantastic 
enticements designed to catch and divert attention. Psychologically 
and sociologically interesting is the connection of fraudulent careless- 
ness concerning truth—which is especially brought out by a few an- 
alyses of the rhetoric of charlatans—with a pedantic organization of 
propaganda. 

The origin of charlatanry lies, according to the author, in the 
Renaissance, for only with the rise of modern science was it possible 
for the charlatan to become a social type and only since that time 
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has it been possible to compare the pseudo-values he offers with the 
genuine values presented by scientific thinking. Connected with this 
and certainly more important is the consideration which was neatly 
expressed in a French encyclopaedia of the end of the eighteenth cen- 
tury: “Once we accept these two truths, that is, that man esteems life 
and health more highly than all other goods, and that imagination, 
strengthened by habit, rules supreme, then I wonder why it should 
not be easy to persuade him that a remedy or a special kind of food 
or a certain mode of life is very wholesome for him, even if this does 
not prove to be the case.” The author says rightly that one should 
add “wealth” to life and health. 

The general social and cultural structure of charlatanry has not 
undergone any changes during the last centuries. There are modifica- 
tions of content, however, which are noteworthy. Toward the end of 
the eighteenth century “elixirs” receded somewhat in favor of fan- 
tastic mechanical devices and waxworks. Various functions of the 
charlatan were taken over by the constructor of human automats 
which would sing or dance or serve as oracle-machines. “Forgeries of 
nature” is the name the author applies to them. It would have been 
worthwhile to consider certain findings of the chapter on “Enlighten- 
ment and Automats” in the light of the “Gothic novel” and the “tale 
of horror.” This kind of popular literature had many functions in 
common with the automatic persons and waxwork shows of that time. 
It is on the same vulgar level of metaphysical confusion and it offers 
the same thrill of false wonder. 

There are three forces which limit the power of the charlatan: dis- 
appointment, rational critique and “immunity.” In the course of her 
analysis Mrs. de Francesco comes to stress the ever-recurring import- 
ance of disappointment, which often entails a thirst for revenge and 
the hurried disappearance of the charlatan. Her critical attitude to- 
ward the philosophical presuppositions of enlightened rationalism 
prevents her from overestimating the efficacy of the second force. In 
fact it is almost difficult for her to account for the charlatan’s “fear” 
of criticism to which she alludes. It appears to me that since the char- 
latan appeals to a belief which is at fault he cannot be defeated by 
means of a criticism which is itself begot by an illusion concerning 
the relation between reason and belief. The belief in the charlatan 
and the belief that the unfortunate inclination to fall for him can 
be destroyed by means of enlightened reason are both ultimately 
traceable to non-belief. Nor does anyone who believes like being ad- 
dressed superciliously. 





112 SOCIAL RESEARCH 


Persons who are “immune” are realists in a sense of the term which 
does not distort the relation between the rational and the irrational 
in life, and they alone, by their example, may furnish the effective 
attack against the charlatan. They may be characterized in the words 
of Hofmannsthal which, as a motto of the book, indicate the discrim- 
ination of its author: “I am learning more and more to distinguish 
the fantastic people from those who have imagination, that is, those 
who are capable of transforming reality into a higher, second exis- 
tence.” 

HANS SPEIER 


STOLTENBERG, HANS L. Geschichte der deutschen Gruppwissen- 
schaft (Soziologie) mit besonderer Beachtung ihres Wortschatzes, Vol. 
1. Leipzig: Hans Buske. 1937. 448 pp. Paper, 12 RM; cloth, 13.50 RM. 


We have here a survey of what may be called the prehistory of 
German sociological theory. It covers the time from the Middle Ages 
to the beginning of the nineteenth century, and investigates such 
widely different fields as philosophy, historical science, economics and 
conduct books. The material is organized according to field of inquiry 
and according to author. In many cases no more than a lengthily 
annotated bibliography has resulted from this procedure, since much 
space is consumed by punctilious classifications and historical searches 
for the origin of words. The author shows great diligence in recover- 
ing old German words, which is a meritorious endeavor in itself; but 
unfortunately his ingenuity in coining new ones, which all too often 
are monstrous creations, is greater than his interest in intellectual 
history or critical analysis. The philosophers dealt with in the pres- 
ent volume suffer most from this disposition of the author. The reader 
will not get much out of the sections on Leibniz, Kant or Fichte. 

Nor does it further the understanding of ideas that the German 
writers are treated without reference to the historical currents of 
thought or to the influences exerted upon them by foreign authors. 
For example, Thomasius’ contributions to sociology can hardly be 
appreciated without reference to Gracian; Garve’s important soci- 
ological writings remain almost unintelligible if his translations from 
Cicero and Adam Ferguson are not considered. 

The chief merit of the book lies in its calling attention to a great 
number of unduly neglected authors. The foreign reader who is will- 
ing to put up with Stoltenberg’s stubborn vocabulary and cumbersome 
style will be rewarded by quite a few stimulating suggestions as to 
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what he might read in order to advance the analysis of present prob- 
lems in sociological theory. The book will prove of great value to 
those interested in the sociology of friendship, etiquette, social class, 
intergroup conflict and many other subjects. In particular, the study 
of Erhard Weigel’s arithmetics of moral science, which was held in 
high esteem by Leibniz, would be profitable not only to the disciples 
of von Wiese’s sociology but also to all scholars interested in “socio- 
metrics” and the relations between natural and social sciences. Chlad- 
enius’ (1710-59) systematic treatment of the perspectivism of historical 
knowledge excels, as is not widely enough known, virtually every- 
thing that has been done by modern students of the sociology of 
knowledge and propaganda. The contribution of Buchholz (1768- 
1843) to a materialistic approach to history escaped even the attention 
of Sulzbach in his dissertation on the beginnings of historical ma- 
terialism. 

A work of such scope cannot be exhaustive, even in bibliography. 
No mention is made of Johannes Riemer, Christian Weise, Talander, 
Johann Jacob Lehmann. Of important secondary sources the books 
by Hans Miiller on Chladenius and Barbara Zaehle on Knigge are 
omitted. But these omissions do not substantially affect the great 
bibliographical value of the work, which will certainly help to in- 
crease respect for the great achievements of the past. 

HAnNs SPEIER 


STARK, WERNER. Ursprung und Aufstieg des landwirtschaftlichen 
Grossbetriebs in den Béhmischen Léandern. [Rechts- und staatswis- 
senschaftliche Abhandlungen, vol. 7.] Brunn: Rudolf M. Rohrer. 1934. 


84 pp. 3.50 RM. 


This study is a late but unusually valuable contribution to his- 
torical research on the agrarian evolution from the decline of mediae- 
val rural society to the eighteenth century and the rise of the manorial 
system. The subject, which was dealt with by German authors such 
as Meitzen, G. L. von Maurer, Inama-Sternegg, G. Knapp, G. Han- 
sen and K. Griinberg during the last century, has seemed almost a 
closed chapter and the findings of these classics have been accepted 
as fairly solid facts. The interpretation of the causes of the transition 
to the domination of large-scale landowners in the rural set-up and 
to the entire political condition prevailing into modern times, as 
given by Knapp and by Griinberg, has been generally accepted. So 
much the more interesting is this historical analysis carried on in the 
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classical manner, with source studies which refute some of the previous 
explanations and throw new light on that important phase of the 
metamorphosis of rural society. 

The author investigates the development in Bohemia and proves 
that at least for that territory it is not justifiable to assume that the 
revolutionary change in the methods of warfare and the attempt 
of the knights to expropriate the peasants in order to obtain their 
land were the major causes of the rise of the manors and the decay 
of the system of small family farms. He points out that for centuries 
landlords tried to keep the peasants on their farmsteads by means of 
all kinds of laws and administrative devices, because this supplied 
them with the skilled farm labor which was so scarce. But he shows 
that two other causes were responsible for the transformation of the 
small farmer’s lands into large tracts of land self-operated. The pattern 
of life of the landed aristocracy in the period of the Renaissance, 
with its rapidly expanding luxury of dwelling, clothing, eating and 
drinking, with its conspicuous patronizing of fine arts, created a 
pressing need for more income. At the same time, as a result of the 
general inflation of currencies under the influx of silver from Mexico 
and Peru and the deliberate or reckless inflationary currency policy 
of many states during the fifteenth and sixteenth centuries, the real 
value of the fixed tributes from the peasants declined. This dilemma 
forced the landlords to impose more and more services upon the 
peasants and finally to get more land under their own cultivation. 

With a great wealth of quotations from sources the author shows 
how after the Thirty Years War a real hunt for peasants was or- 
ganized by the landlords in order to resettle the vacant farms; later 
on, however, there was an expansion first of the “robot” system of 
statute labor and, in a secondary stage, of serfdom and bondage. 

This small but rich pamphlet cannot be overlooked by anyone who 
desires to study this important period of rural history in middle 
Europe, a period which was both aftermath of the middle ages and 
prelude to the industrial age. 

KARL BRANDT 


FRIEDENSBURG, FERDINAND. Die mineralischen Bodenschatze 
als weltpolitische und militdrische Machtfaktoren. Stuttgart: Fer- 
dinand Enke. 1936. 260 pp. 17.80 RM. 


Since the end of the World War an increasing amount of literature 
has been dealing with the subject of mineral resources and their im- 
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portance to the economic life of nations. One group of books ap- 
proaches the problem from the angle of the struggle of nations for 
the sources of just one commodity. These dramatized stories on the 
epics of copper, rubber, cotton, gold, oil, silver and others are often 
very illuminating in their centering around just one product. At the 
same time this approach necessarily overstresses and distorts facts. 
Another type of book attacks the subject from the point of view of 
the international distribution of raw material resources, pointing out 
which nations or group of nations have an ample supply of their own 
and which other nations belong to the group of have nots. Beginning 
with the obvious fact of maldistribution, all the concomitant national 
issues, economic adjustments and international frictions are discussed. 
This latter type is largely the platform for nationalistic claims. Many 
such volumes are turned out in Germany under the auspices of the 
newly formed university chairs of national defense (Wehr-Wissenschaft) 
or as the product of what is called “geo-politics,” with its political 
philosophy of the competition for space. In the United States this as- 
pect is also a familiar one, although more with the intention of inter- 
preting international frictions than from a militaristic standpoint. 

In view of all the more or less biased writings of authors who fight 
for national autarchy in natural resources it is a pleasure to find this 
book by Ferdinand Friedensburg, which undertakes to analyze the en- 
tire subject with a broadminded scholarly attitude. In the first part 
he discusses the minerals, their main deposits and their geological, 
technical and economic implications. He then continues with mature 
judgment and cautious pen to develop principles of domestic mining 
policy, mining activities abroad and methods of coordinating mineral 
policy and that of foreign trade. Here the author takes a brave stand 
for 2 moderate and realistic course and lays much stress upon the in- 
evitability of international cooperation. He does not conceal his deep 
pessimism regarding any plans for a wholesale revision of the interna- 
tional distribution of mineral resources—either by violence or by arbi- 
tration. But he plays his best cards in dealing with the problems in 
which the geopoliticians and military resource strategists in their pres- 
ent heyday are selling their pet ideas. He does it unpretentiously, but 
therefore the more convincingly, by investigating like a general staff 
economist what a modern war requires in terms of mineral resources. 

By computing the figures for the consumption of minerals during the 
last years of the World War he concludes that another war of similar 
intensity would consume 300,000 tons of iron or steel per month per 
million soldiers, 4,000,00 tons of bituminous coal and 200,000 tons of 
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oil. A more motorized warfare would waste much larger amounts. 
Modern wars are highly destructive of natural resources and easily 
waste in one year what might otherwise last a decade or more. Friedens- 
burg investigates what can be done to meet such demands and finds 
that this is very little. In a final chapter he draws the conclusion that 
none of the radical and exalted attempts to obtain mineral sovereignty 
for each of the powers has a chance to come even near its aim, but that 
many of the policies adopted toward that end are ruinous to foreign 
trade and materially reduce the standard of living of those nations 
that pursue them. Autarchy tends to exaggerate the cost of production 
and accelerate the exhaustion of domestic resources. 

There is scarcely a single point which permits of disagreement with 
the author on principle. But even with this and a dozen other recent 
books on natural resources the precious vade mecum on the subject, 
which easily excels any other volume in its originality and its provoca- 
tive stimulation of economic thought, still remains Erich W. Zimmer- 
mann’s World Resources and Industries. 

KaRL BRANDT 


SALOMON, ALICE. Education for Social Work: A Sociological Inter- 
pretation based on an International Survey. [Published by the Inter- 
national Committee of Schools for Social Work with the support of the 
Russell Sage Foundation.] Zurich: Verlag fiir Recht und Gesellschaft. 


1937. 265 pp. 


This very readable report presents in Part 1 the various national 
systems of schools for social work, explaining them by the national 
character of their home countries, and in Part 1 lists in considerable 
detail 179 schools of 32 countries. There are individual chapters de- 
scribing the systems of schools in France, Germany, Great Britain, the 
United States and Belgium, and followed by an interpretation; three 
additional chapters deal collectively with schools in Switzerland, Scan- 
dinavia and Holland; Austria, Hungary, Czechoslovakia, Italy, Rou- 
mania and Spain; the British Dominions, South America, the Near 
East and Asia. 

This international survey was originally undertaken to render more 
useful a collection of documents in the library of the International 
Labour Office in Geneva. In order to bring the material up to date a 
total of 179 schools and the programs of 63 additional courses prepar- 
ing for some branch of social work were studied, the developments up 
to 1936 being considered. During the course of this work the author 
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visited personally many schools in France, Belgium, Switzerland, Great 
Britain and the United States. While analysis and evaluation of the 
majority of the systems had to be based on documentary material, no 
one could have been better qualified for the task than Dr. Salomon. 
Now an exile in this country, she was founder and director of the first 
German school for social work and president of the International 
Committee for Schools of Social Work; she is a recognized leader in 
the field of social education, and for some decades she has contributed 
greatly to its theory and practice. 

Dr. Salomon has made an interesting attempt to interpret sociologi- 
cally the national characteristics determining, as she believes, the sys- 
tems of social work schools in the several countries. This interpretation 
is given, as the author states, with great diffidence, and with full aware- 
ness of the fact that from the outside it is extremely difficult to appre- 
ciate national qualities and developments, and to grasp their essential 
meaning. In stating the facts peculiar to each national system every 
possible protection against partiality was taken, and the author has 
thus succeeded in a lucid and extremely stimulating interpretation of 
characteristic differences, free of critical attitudes or valuation. 

Obviously such a comprehensive survey based in the main on sec- 
ondary data cannot be free of minor inaccuracies which could easily 
be revised in a later edition. American readers, for instance, will take 
exception to the statement that in the United States governmental 
support of social education has been limited to the granting of scholar- 
ships (page 104). Similarly, they will not be ready to accept “uplift” 
as the objective of most social reforms in America (page 76). 

In the final chapter the author summarizes the major conclusions 
emerging from the survey. She feels that the national types of schools 
are “an outgrowth of the national systems of education as well as of the 
national systems of social service, which both are influenced and shaped 
by deep-seated national forces, by the culture peculiar to each nation. 
They bear the marks of the religion, the political structure, the eco- 
nomic conditions and the ideals of each nation regarding the distribu- 
tion of wealth, power, opportunity, of its attitude towards the weak, 
the unfortunate and the incompetent; the mark of the relationship of 
the individual to the state. All this is derived from the nation’s char- 
acter, which has been formed by the geographical position, by climate, 
race and history” (pages 102-03). We may question as presenting a 
simplified picture some rather broad statements, for instance: “In the 
British schools organisation, administration, requirements for admis- 
sion and for subjects taught, curricula and methods of instruction are 
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coloured by individualism which tends toward diversity; in France by 
centralism and control; in the United States by emphasis on democ- 
racy and local liberty; in Germany by authority and thoroughness” 
(page 103). Nevertheless, all friends of social education and workers 
in the field will find much interesting detail in the study and will be 
impressed and challenged by Dr. Salomon’s vision of basic essentials in 
education for social work, and the broad sweep of her interpretation 
of national and international trends. 
HERTHA KrAus 

Bryn Mawr College 


LIPPMANN, WALTER. The Good Society. Boston: Little, Brown. 
1937- 402 pp. $3. 

Mr. Lippmann has called two of his earlier books “Prefaces.” Both 
these books were in their own intimate conversational style self-suff- 
cient and adequate to their task; the Preface to Politics sought to 
establish a perspective for an intelligent orientation in politics, and 
the Preface to Morals purported to find its sequel in the good life 
rather than in a treatise on ethics. This new book, on the contrary, 
is really at its best a preface in which the author conjures his fellow- 
men to see the fallacy of collectivism and gropes for the incontrover- 
tible proof of liberalism. The invocation is made in an earnest, some- 
times moving, tone, like a sermon which pretends to appeal to reason. 
The author has faced with courage a great task, but I must say at 
once that from this preface we receive only a few hints of what a book 
on the good society might be. 

Men have betrayed liberalism, Mr. Lippmann is never tired of say- 
ing, though it is the only philosophy of life and government com- 
patible with the requirements of the industrial age. Literally all men 
have fallen into this sin, according to Mr. Lippmann: high-tariff Re- 
publicans in America and communists all over the world, fascists and 
Stuart Chase. The aims have been and are infinitely different, but 
the results are always the same; men have betrayed at the same time 
a great ideal and their economic interests. Modern society is based 
on the functioning of a free market and a free market is guaranteed 
by free political institutions. So Mr. Lippmann links once more po- 
litical to economic liberalism and tries to prove the existence of an 
economic necessity that, if men had any reason, should force them 
to be politically free. It would be a great feat if somebody could 
succeed in verifying liberalism with the tools of dialectical material- 
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ism; but if once one acknowledge the right to probe political institu- 
tions in terms of economic factors he will be irresistibly drawn into 
the maze of efficiency tests and of technological discussions and of 
conflicting standards of economic value. The main result of this new 
link between political and economic liberalism is that Mr. Lippmann 
transposes into political thinking that Cassandra tone which is char- 
acteristic of the classical economists; he warns and knows that men 
will not listen to him, he reproaches and fears that the sinners will 
not repent. Throughout this indictment there is an accent of impa- 
tience rather than of charity. 

Yet without charity and understanding of the ways of all collec- 
tivisms there is very little chance to save liberalism in our day. In 
complete agreement with Mr. Lippmann I consider the cause of polit- 
ical liberalism as identical with that of modern civilized life. Its 
unsurpassed importance makes even more imperative the understand- 
ing of the causes which have brought it so near to its downfall. The 
trend toward collectivism must have some deeper reasons than blind- 
ness or malevolence. At times Mr. Lippmann sees some of these rea- 
sons and at several points in his book he reaches fruitful positions. So 
for instance on page 265 he writes, “For it is not necessary to choose 
between social control administered by the aggrandized state and a 
self-assertive individualism subject to no social control,” and on a few 
other pages he hints at some of the objective causes and misguided 
good motives which have brought about the menacing extension of 
state intervention. But these realizations come too late, as sparkles 
of wisdom in the course of an impatient and emotional discourse. 

If Mr. Lippmann had developed his ideas in a more sustained spirit 
of serenity he would have realized that just as there are not such 
things as pure collectivism and pure freedom there is no single fold 
where all the various collectivist groups can be brought together while 
in the opposite camp some isolated men still fight their forlorn battle 
for freedom. Nothing is to be gained by dividing the world into op- 
posite lines of black and white, communist and fascist, collectivist and 
liberal. We all range throughout a huge zone of variously intense 
gray, and some of us hope to reach the neatness of clear, definite 
colors. We are all likely to betray the idea of freedom either by exalt- 
ing it in lofty generalities or by following obediently trends of so- 
called necessity. The work which has to be done is to redefine our 
positions as individuals and as members of many societies so that our 
rights may be guaranteed by clearly described duties. It is a highly 
technical work; it calls for an ethics and a theory of the state, and 
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for the definition of criteria which may permit us to know when 
human personality is crippled by the imposition of new social duties 
and when it is enriched by them, as by occasions which make its 
freedom more concrete and responsible. As such a principle of direc- 
tion Mr. Lippmann suggests his idea of the common law. I am afraid 
I do not understand what he means by common law, except possibly 
that it is the old natural law, the eternal reservoir of good intentions. 

A book on the good society might have been either technical, as a 
treatise on jurisprudence, or else frankly mystical, expressing man’s 
refusal at any price to allow impersonal collective entities to dwarf 
his personality. There is room for such a book too; our times may be 
ripe for a new Thoreau. Mr. Lippmann’s book reaches in its last 
pages an almost religious tone; perhaps it is the announcement of his 
next work. But judged in itself the bulk of this long preface is neither 
technical nor mystical. It is at its best eloquent, quite effective in stir- 
ring emotions and awakening expectations. It does not represent the 
position in which either liberalism or Mr. Lippmann can settle with 
any degree of safety. 





Max ASCOLI 
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School for Social Research, publishers of Social Research, and that the following is, to the best of his 
knowledge and belief, a true statement of the ownership, management, etc., of the aforesaid publication for the 
date shown in the above caption, required by the Act of March 3, 1933, embodied in section 537, Postal Laws 
and Regulations, printed on the reverse of this form, to wit: 

1. That the names and addresses of the publisher, editor, managing editor, and business managers are: 
Publisher, New School for Social Research, 66 West 12th Street, New York, N. 

Editors, Graduate Faculty of Political and Social Science, 66 West 12th Street, New York, N. Y. 

Managing Editor, None. 

Business Managers, None. 

2. That the owner is: 

New School for Social Research (incorporated under the Education Law of the State of New York)—66 West 
12th Street, New York, N. Y. Officers: Alvin Johnson, President; George H. Davis, Vice President; Clara W. 
Mayer, Secretary; Daniel Cranford Smith, Treasurer. 

That the known bondholders, mortgagees, and other security holders owning or holding 1 per cent or more 
of total amount of bonds, mortgages, or other securities are: None. 

4. That the two paragraphs next above, giving the names of the owners, stockholders, and security holders, 
if any, contain not only the list of stockholders and security holders as they appear upon the books of the 
company but also, in cases where the stockholder or security holder appears upon the books of the company as 
trustee or in any other fiduciary relation, the name of the person or corporation for whom such trustee is 
acting, is given; also that the said two paragraphs contain statements embracing affiiant’s full knowledge and 
belief as to the circumstances and conditions under which stockholders and security holders who do not appear 
upon the books of the company as trustees, hold stock and securities in a capacity other than that of a bona 
fide owner; and this affiant has no reason to believe that any other person, association, or corporation has any 
interest direct or indirect in the said stock, bonds, or other securities than as so stated by 


him 
ALVIN JOHNSON (signature) 
Sworn to and subscribed before me this 14th day of September, 1937. 
FRED GROTE, Commissioner of Deeds 


(My commission expires February 17, 1938.) 
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universities. 


KARL BRANDT-—Formerly Pro- 
fessor of Agricultural Economics 
at the Landwirtschaftliche Hoch- 
schule, Berlin; in charge of the 
Institut fiir Landwirtschaftliche 


Marktforschung; Editor of the 
Blatter fiir Landwirtschaftliche 
Marktforschung. 


ARNOLD BRECHT — Formerly 
member of the German Reichsrat 
(Senate) and Reporter for the Fed- 
eral Budget in this body. 


GERHARD COLM—Formerly Pro- 
fessor of Economics at Kiel and 
head of the Department for Statis- 
tics and Research on International 
Business Cycles, at the Institut fiir 
Weltwirtschaft und  Seeverkehr, 
Kiel. 


ARTHUR FEILER (Dean) —For- 
merly Professor of Economics at the 
Handelshochschule in KG6nigsberg, 
and leading economics writer on the 
Frankfurter Zeitung. 


EDUARD HEIMANN—Formerly 
Professor of Economics at the Uni- 
versity of Hamburg; Editor of the 
Neue Blatter fiir den Sozialismus. 


ALVIN JOHNSON-—Director of 
the New School for Social Research 
and Chairman of The Graduate 
Faculty. 


HORACE M. KALLEN—Profes- 
sor of Philosophy and Psychology 
at the New School for Social Re- 
search since its founding in 1919. 


EMIL LEDERER—Formerly Pro- 
fessor of Economics at Heidelberg 
and Berlin; Editor, Archiv fiir So- 
zialwissenschaft und Sozialpolitih. 


FRITZ LEHMANN—Formerly as- 
sistant in banking at the University 
of Cologne. 


ALBERT SALOMON—Formerly 
Professor of Sociology at the Pado- 
gogische Institut in Cologne, and 
Editor of Die Gesellschaft. 


HANS SIMONS—Formerly Direc- 
tor, Deutsche Hochschule fiir Poli- 
tik, Berlin; Editor, Wiederaufbau. 


HANS SPEIER—Formerly Dozent, 
Deutsche Hochschule fiir Politik, 
Berlin; Secretary, Archiv fiir So- 
zialwissenschaft und Sozialpolittk. 


HANS STAUDINGER—Formerly 
Ministerialdirektor to the Prussian 
Ministry of Trade and Industry, 
and Secretary of State for Prussia. 


MAX WERTHEIMER—Formerly 
Professor of Psychology and Phi- 
losophy at Berlin and Frankfurt; 
Editor, Psychologische Forschung. 


FRIEDA WUNDERLICH-—For- 
merly Professor of Economics and 
Seciology at the Berlin Training 
College; Editor of Soziale Praxis. 
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